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Re: SBC Telecom Inc. and Southwestern Bell Communications Services Inc. d/b/a
SBC Long Distance, Inc.
Joint Petition and Request for Expedited Action and Motion for Leave to File
Confidential Materials Under Seal

Dear Sir or Madam:

On behalf of SBC Telecom, Inc. and Southwestern Bell Communications Services Inc.
d/b/a SBC Long Distance, please find an original and fifteen (15) copies of a Petition and
Request for Expedited Action. In a separate envelope, SBC Telecom and SBC Long Distance
also submit an original and fifteen (IS) copies of a redacted version of the Petition, together with
an original and fifteen (LS) copies of a Motion for Leave to File Confidential Materials Under
Seal.

Extra copies of each of these filings are enclosed. Please date-stamp these extra copies
and returtl them in the addressed, self-stamped envelope.

Should you have any questions about this matter, please contact the undersigned.

Res ectfully submitted,

HOLLAND k KNIGHT LLP
Eric Fishman, Esq.
Counsel to SBC Telecorn, Inc. and Southwestern Bell
Communications Services Inc. d/b/a SBC Long Distance
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BEFORE THE
PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

In the Matter. of

SBC Telecom, Inc.

Southwestern Bell Communications Services Inc.
d/b/a SBC Long Distance

c...N. i5ri %'J~

Joint Petition for Consent and Approval to )
Assign Certificate of. Convenience and Necessity )
Providing Telecommunications Services to )
Customers Throughout the State of South Carolina )

Joint Motion of SBC Telecom and SBC Long Distance
For Leave to File Confidential Materials Under Seal

SBC Telecom, inc. and Southwestern Bell Communications Services Inc.

d/b/a SBC Long Distance hereby jointly file this Motion with the South Carolina

Public Service Commission ("Commission" ) asking that the following confidential

information in the attached Joint Petition and Request for Expedited Action

("Petition" ), be filed under seal:

(1) Confidential information regarding the number of subscribers served by

SBC Long Distance in the State of South Carolina, contained in Paragraph 7 of the

Petition; and

(2) Confidential Board of Directors Consents of SBC Long Distance, Inc. and

SBC Telecom, Inc. , attached to the Petition as Exhibit 4.

The above material is highly proprietary and sensitive and. could hurt SBC

Long Distance's ability to compete in the marketplace if it were to become public
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information. Therefore, SBC Telecom and SBC Long Distance ask that the

Commission accept the enclosed documents and file same under seal.

Simultaneously with this submission, the parties have has filed a redacted version

of the Petition, which is available for pubhc inspection.

Respectfully submitted. ,

SBC Telecom, Inc.
SBC Communications Services Inc. d/b/a SBC Long

Eric Fishman
Holland R Knight LLP
2099 Pennsylvania Ave. , NW
Suite 100
Washington, DC 20006
(202) 828-1849
Fax: (202) 955-5564
K-mail: ~efiahmaa hklaw. cpm

December 28, 2004
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BEFORE THK
PUBI.IC SERVICE COMMISSION

OF SOUTH CAROLINA

Joint Petition for the Consent and Approval
to Assign Certificate of Convenience and
Necessity Providing Telecommunications
Services To Customers Throughout the State
of South Carolina

Case No.

OINT PETITION AND RK UKST FOR EXPEDITED ACTION

Pursuant to Section 58-9-310 of the South Carolina Code, and the regulations of the

Public Service Commission, SBC Telecom, Inc. ("SBCT" or "Assignor" ) and its affiliate

Southwestern Bell Communications Services Inc. d/b/a SBC Long Distance ("SBCLD" or

"Assignee" ), joint petitioners herein, hereby respectfully and jointly request Corrumssion consent

to and approval of the assignment of SBCT's Certificate of Convenience and Necessity to

provide local exchange and interexchange services from SBCT to SBCLD as part of a corporate

reorganization whereby direct ownership of SBCLD will transfer from SBC Communications,

Inc. ("SBC")to SBCT, all SBCT assets will be transferred to SBCI.D, and SBCT will cease

operations. SBCLD further requests approval, to the extent such approval is required, to enable

its conversion to a limited liability company to be known as SBC Long Distance LLC.

FINALLY PURSUANT TO SECTION 103-101 103-820 AND 103-840 OF THE

CODE OF REGULATIONS AND FOR THE REASONS SKT FORTH BELOW

PETITIONERS RK UEST THE COMMISSION TO GRANT ITS APPROVAL ON AN

EXPEDITED BASIS AND TO EXEMPT PETITIONERS FROM THE PUBLICATION

AND HEARING RE UIRKMKNTS OF SECTION 103-132 AND THE APPLICATION

CONTENT RE UIRKS OF SECTION 103-834 A 3 OF THE CODE OF
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AND HEARING REQUIREMENTS OF SECTION 103-132_ AND THE APPLICATION

CONTENT REQUIRES OF SECTION 103-834(A)(3)_ OF THE CODE OF



REGULATIONS SO AS TO ALLOW PETITIONERS TO CONSUMVIATE THEIR

TRANSACTIONS ON OR ABOUT MARCH 31 2005.

In support thereof, the joint petitioners respectfully show the Commission as follows:

1-2. That the address of the joint petitioners is as follows:

C

Carol P. aulsen
SBC Telecom, Inc.
1010N. Saint Marys Street, Room 13K
San Antonio, Texas 78215
Tel: 210-246-8750
Fax: 210-246-8759
E-mail:c 5962@sbc.com

SBCLD Assi ee:

Norman Descoteaux
Associate Director —Regulatory
SBC Long Distance
5850 W. Las Positas Blvd. , Room NE137
Pleasanton, CA 94588
Tel: 925-468-6209
Fax: 707-435-6640
E-mail:ndl639 Qcamail. sbc.com

In addition, all correspondence concerning this Joint Petition should be directed to the
parties' legal counsel, who is authorized to respond to Commission inquiries on behalf of
the joint applicants:

Eric Fishman, Esq.
Holland k, Knight I LP
2099 Pennsylvania Ave. , NW, Suite 100
Washington, DC 20006
Tel: 202-955-3000
Fax: 202-955-5564
E-mail:eric. fishman@hklaw. com

That the financial condition of the joint petitioners' parent company, SBC
Communications, Inc. ("SBC"),is attached hereto as Exhibit 1.

That the Assignor, SBCT, and the Assignee, SCBLD, are both wholly-owned subsidiaries
of SBC, a holding company whose subsidiaries and affiliates operate predominantly in
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Communications, Inc. ("SBC"), is attached hereto as Exhibit 1.

, That the Assignor, SBCT, and the Assignee, SCBLD, are both wholly-owned subsidiaries

of SBC, a holding company whose subsidiaries and affiliates operate predominantly in



the communications service industry and have provided telecommunications, services for
over 100 years. SBC is publicly traded on the New York Stock Exchange (Symbol:
SBC) with a market capitalization of approximately $84 billion.

Information Re ardin Assi ment: SBCT was issued a Certificate of Convenience and
Necessity by the Commission on May 23, 2000 to provide resold and facilities-based
interexchange and local exchange telecommunications service. See Docket No. 2000-
0044-C, Order No. 2000-0446, a copy of which is attached hereto as Exhibit 2. Under
the proposed transaction, as part of a corporate reorganization„SBCT will assign its
Certificate to SBCLD and cease operations. Neither SBCT nor SBCLD has any facilities
in the State of South Carolina. SBCLD was issued a Certificate of Convenience and
Necessity by the Commission on January 26, 1998 to provide resold interexchange
telecommunications service, Order No. 98-45 in Docket No. 1997-0313-C, and a
Certificate of Convenience and Necessity to provide facilities-based and resold local
exchange telecommunications service on June 30, 2004, Order No. 2004-228 in Docket
no. 2003-361-C. Copies of SBCLD's Certificates of Public Convenience and Necessity
are attached hereto as Exhibit 3.

6. Draft copies of the joint petitioners' "Consent of the Board of Directors'* are attached
hereto as Exhibit 4. In support of this reorganization, all of the operations, assets and
liabilities of SBCT will be taken over by SBCLD through the following steps:

1. SBCLD will become a wholly-owned subsidiary of SBCT;

2. SBCLD will be converted from a corporation to a limited liability company;

3. SBCT will transfer all of its assets and liabilities to SBCLD, including its voice
and data switches, customer contracts/service orders, real estate leases,
receivables and employees;

4. SBC will contribute the stock of SBCT to SBC Teleholdings, Inc. , a wholly
owned SBC subsidiary;

5. With Comnussion approval, the local exchange and access tariffs and
interconnection agreement of SBCT will be transferred to SBCLD;

6. The Commission will be requested to determine and approve that transfer of the
SBCT tariff and interconnection agreement to SBCLD meets the conditions
imposed upon the authority held by SBCLD;

Exhibit 4 has been filed under seal with the Commission.
At present, SBCT and SBC Teleholdings are wholly owned direct subsidiaries of SBC. Following the

proposed reorganization, SBC Long Distance LLC will remain a wholly owned subsidiary of SBC, which will
control SBC Long Distance LLC through two intermediary, wholly owned subsidiaries —i.e. , SBC Teleholdings
(wholly owned by SBC) and SBC Telecom (wholly owned by SBC Teleholdings). The direct parent of SBC Long
Distance LLC following the reorganization will be SBC Telecom.

.
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, SBC will contribute the stock of SBCT to SBC Teleholdings, Inc., a wholly

owned SBC subsidiary; 2

, With Commission approval, the local exchange and access tariffs and

interconnection agreement of SBCT will be transferred to SBCLD;

. The Commission will be requested to determine and approve that transfer of the

SBCT tariff and interconnection agreement to SBCLD meets the conditions
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l Exhibit 4 has been filed under seal with the Commission.

2 At present, SBCT and SBC Teleholdings are wholly owned direct subsidiaries of SBC. Following the
proposed reorganization, SBC Long Distance LLC will remain a wholly owned subsidiary of SBC, which will
control SBC Long Distance LLC through two intermediary, wholly owned subsidiaries - i.e., SBC Teleholdings
(wholly owned by SBC) and SBC Telecom (wholly owned by SBC Teleholdings). The direct parent of SBC Long
Distance LLC following the reorganization will be SBC Telecom.



7. The Comrmssion will be requested to approve relinquishment and cancellation of
the current certificate of authority to SBCLD.

The proposed reorganization will result in a consolidation of SBC owned and controlled
assets through the rearranging of the ownership interests of SBC in its subsidiaries. The
proposed reorganization is being done to minimize the possibility of customer confusion,

promote continuity of services, and offer a full range of services under the SBCLD brand.
All of the current customers of SBCT will receive the services currently provided to
SBCT under the SBCLD name, at the same rates, terms and conditions as currently

provided.

The telephone customers of SBCT will see virtually no change as the result of the

approval of this assignment. Currently SBCT has residential customers, and

commercial customers, in the State of South Carolina. Upon approval of this joint
petition by the Comrmssion, telephone services will be provided to residents of the State

by SBCLD, and SBCLD will submit such corporate filings with the Secretary of State as
are required to convert to a limited liability company. No changes to services or prices
will occur as a result of the proposed assignment. The SBCT tariff currently on file with

the Commission will remain unchanged, other than those cosmetic changes required to
effectuate the name change to SBCLD. Customer billing, customer care contacts, and

company mailing addresses will remain unchanged from those currently in effect. SBCT
will be eliminated as a separate corporate entity by appropriate filings with the South

Carolina Secretary of State.

The proposed assignment will be financed completely by SBC, the joint petitioners'

parent company.

No other utility in the State of South Carolina will be affected as a result of the proposed
assignment.

The joint petitioners submit that approval of the proposed assignment will serve the

public interest because it will permit a more efficient means of providing
telecommunications services to customers in South Carolina. SBCLD understands that it
is bound to follow all rules and regulations of the Commission, and accepts as its own all

requirements imposed upon SBCT as a result of the original Certificate of Convenience
and Necessity issued to SBCT. Both SBCT and SBCLD understand that the filing of this

joint petition, by itself, does not constitute authorization to assign or transfer certification
from SBCT to SBCLD.

The joint petitioners proposed to provide a Customer Notice in substantially the form
attached hereto as Exhibit 5. The Notice will provide that the reorganization will be
completed and service will start to be provided under the SBCLD name on or about

March 31, 2005.

Information regarding SBCT's customer base has been filed under seal with the Commission.

.
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12. Pursuant to Section 103-101, 103-820 and 103-840 of the Code of Regulations, the joint
petitioners hereby request the Commission to process the instant filing on an expedited
basis, and to exempt the joint petitioners from otherwise applicable publication, notice,
hearing and application content requirements, so as to enable the joint petitioners to
consummate the transactions set forth in this filing on or about March 31, 2005. Joint
petitioners respectfully submit that such expedited treatment and exemptions would serve
the public interest by enabling joint petitioners to achieve and pass through to subscribers
the economic benefits which will result from these transactions as soon as possible.
Because of SBC's nation-wide operations, the subject transactions can be consummated
only when required regulatory approvals are obtained in all states where joint petitioners
do business. Joint petitioners further submit that such relief is reasonable given the fact
that the subject transactions are organizational in nature, and will not affect service to end
users, give any party undue advantage over another, or adversely affect, South Carolina
consumers or the public at large.

WHEREFORE, SBC Telecom, Inc. and Southwestern Bell Communications Services
Inc. d/b/a SBC Long Distance respectfully and jointly request Commission consent to and

approval of:

(a)

(c)

(d)

the assignment of SBCT's Certificate of Convenience and Necessity to provide
local exchange and interexchange services from SBCT to SBCLD as part of a
corporate reorganization whereby direct ownership of SBCLD will transfer from
SBC Communications, Inc. ("SBC")to SBCT, all SBCT assets will be transferred
to SBCLD, and SBCT will cease operations;
the assignment to SBCLD of SBCT's interconnection agreement with BellSouth
Telecommunications;
to the extent such approval is required, authority to enable the conversion of
SBCLD to a limited liability company to be known as SBC Long Distance LLC;
and
the transfer to and adoption by SBCLD of SBCT's current filed tariffs, subject to
the submission to the Commission, of a revised SBCLD tariff reflecting SBCLD's
conversion to a limited liability company.

[SIGNATURE PAGE FOLLOWS].
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[SIGNATIJRE PAGE, JOINT PETITIONj.

Dated this day of November, 2004.

Steven D. Strickland
General Counsel and Secretary
SBC Telecom, Inc.

John di Bene
Vice President, General Counsel and Secretary
Southwestern Bell Communications Services Inc.
d/b/a SBC Long Distance

Of counsel:

Eric Fishman, Esq.
Holland 8z Knight LLP.

2099 Pennsylvania Ave. , NW
Suite 100
Washington, DC 20006
Tel: 202-955-3000
Fax: 202-955-5564
e-mail:eric. fishman Qhldaw. com

[SIGNATUREPAGE,JOINT PETITION].

Datedthis__. dayof November,2004.

StevenD. Strickland
GeneralCounselandSecretary
SBCTelecom,Inc.

Johndi Bene
VicePresident,GeneralCounselandSecretary
SouthwesternBell CommunicationsServicesInc.
d/b/aSBCLongDistance

Of counsel:

EricFishman,Esq.
Holland& Knight LLP
2099PennsylvaniaAve.,NW
Suite100
Washington,DC 20006
Tel: 202-955-3000
Fax:202-955-5564
e-mail:eric.fishman @hklaw.com



VERIFICATION

STATE OF SOUTH CAROLINA
PUBLIC SERVICE COMMSSION

State of Texas.

County of , SS.

Steven D. Strickland, the General Counsel and Secretary of SBC Telecom, Inc. ("SBCT"),a
joint petitioner named in the foregoing "Joint Petition", being duly sworn, says that the facts and

allegations therein are true, except so far as they are therein stated to be on information, and that,
so far as they are therein stated to be on information, he believes them to be true.

Steven D. Strickland

Taken, sworn to, and subscribed before me this day of November, 2004.

Notary Public in and for said County.

My comrmssion expires on:

VERIFICATION

STATE OF SOUTH CAROLINA

PUBLIC SERVICE COMMISSION

State of Texas.

County of , SS.

Steven D. Strickland, the General Counsel and Secretary of SBC Tdecom, Inc. ("SBCT"), a

joint petitioner named in the foregoing "Joint Petition", being duly sworn, says that the facts and

allegations therein are true, except so far as they are therein stated to be on information, and that,

so far as they are therein stated to be on information, he believes them to be true.

Steven D. Strickland

Taken, sworn to, and subscribed before me this ___ day of November, 2004.

Notary Public in and for said County.

My commission expires on:

7



VERIFICATION

STATE OF SOUTH CAROLINA
PUBI IC SERVICE COMMSSION

State of California.

County of Alameda, ss.

John di Bene, the Vice President, General Counsel and Secretary of Southwestern Bell
Communications Services Inc. d/b/a SBC Long Distance ("SBCLD"), a joint petitioner

named in the foregoing "Joint Petition", being duly sworn, says that the facts and allegations

therein are true, except so far as they are therein stated to be on information, and that, so far as

they are therein stated to be on information, he believes them to be true.

John di Bene.

Taken, sworn to, and subscribed before me this day of November, 2004.

Notary Public in and for said County.

My commission expires on:

VERIFICATION

STATE OF SOUTH CAROLINA

PIYBLIC SERVICE COMMISSION

State of California.

County of Alameda, ss.

John di Bene, the Vice President, General Counsel and Secretary of Southwestern Bell

Communications Services Inc. d/b/a SBC Long Distance ("SBCLD"), a joint petitioner

named in the foregoing "Joint Petition", being duly sworn, says that the facts and allegations

therein are true, except so far as they are therein stated to be on information, and that, so far as

they are therein stated to be on information, he believes them to be true.

John di Bene.

Taken, sworn to, and subscribed before me this day of November, 2004.

Notary Public in and for said County.

My commission expires on:



Exhibit 5
Subscriber Notice

Billing Name
Billing Address
Billing City, ST Zip

Re: Service Address
Service City, State

Dear Valued (Business) Customer:

As you know, SBC Telecom, Inc. ("Telecom") has been your provider for local telephone

service. Recently, Telecom announced its intention to combine business operations with its

affiliate SBC Long Distance. Under the terms of the agreement, effective on or about March 31,
2005, the anticipated closing date of the transaction, SBC Long Distance will replace Telecom as

your local service provider. This transaction is subject to obtaining all required regulatory

approvals, and the filing of all appropriate documents with state agencies.

Please rest assured that the transition of your service to SBC Long Distance will not affect the

services you currently receive from Telecom. As a customer of SBC I ong Distance, you will

continue to receive local services with the same rates, features, terms and conditions as you

currently enjoy. You will be transferred to SBC Long Distance, unless you have selected a
different carrier before the transfer date; existing preferred carrier freezes on the services(s)
involved in the transfer will be lifted; and you must contact your local service provider to arrange

a new freeze. Additionally, you will continue to receive top quality with performance which

meets or exceeds that of what you currently receive from Telecom. This change in providers

will be beneficial and virtually seamless for you. Please also be assured that you will not incur

charges related to the transfer of your services to SBC Long Distance. SBC Long Distance will

be responsible for handling any complaints filed or otherwise raised by you prior to or during the

transfer to SBC Long Distance.

There is no action required on your part. You may, of course, choose another provider for your
local telephone service, subject to any termination restrictions in your service arrangement with

Telecom. Unless you choose another service provider, you will automatically become a
customer of SBC Long Distance.

We in the SBC family look forward to serving you and appreciate your continued business. In

the meantime, if you have specific questions about this notice, please contact us at 1-877-430-
7228. (Business 0 is 1-877-430-7228)

Sincerely,

SBC Telecom, Inc.
SBC Long Distance
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DEAR FELLOW INYESTOR:

2003 YYE!5a year of significant challenge for our industry and solid
achievement by our company.

EXISTING MARKETS

Bundling was the centerpiece of our consumer marketing
effort last year, and we realized significant improvements in
both' access line trends and revenue per customer as a result.
Consumer access line retention increased 7 percent from the
fourth quarter of 2002 to the

Annual Dividends
per Common Share
(Declared}

final quarter of 2003, spurred
by increased bundled offerings
of long distance in California
early in the year and in the
Midwest in the fall, and by
a major marketirig push to
grow our DSL subscriber
base. Product bundling
increased our average
monthly revenue per access
line by approximately $2.25
over the same period.

We' ll strengthen our
bundle even fu'rther in March
with the introduction of
SBC DISH Network satellite
television through an
agreement with EchoStar.
With this launch, we will be
the only major company in

the country to offer customers
a complete bundle: locai
and long distance calling,
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Our 2003 results reaffirmed our business strategy. As the
telecom arena continually redefines how individuals and
businesses exchange ideas and information, our opportu-
nities for growth in new markets are encouraging.

Our strategy is clear: Retain and expand our customer
base by offering the most complete, flexible bundle of high-
quality'communications solutions available anywhere in the
market, at a great value. Continually introduce new customer-
friendly solutions and market them creatively. Stake out new
markets, particularly in the large-business sector. Maintain a
strong financial position. And always be on the lookout for
ways to be more efficient and cost effective.

This strategy yielded solid results in 2003:
~ 137 percent growth in long distance lines.
~ 60 percent growth in DSL lines.
~ Strongest net adds from Cingular Wireless during

the second half of 2003 in two years.
~ Four consecutive quarters of improving consumer

retail access line trends.
As 2004 unfolds, we have good reason to be optimistic,

which is why the Board of Directors in December increased
5BC's dividend by nearly 16 percent. By year end, we expect
revenues to begin growing for the first time in three years.
We also expect operating margins throughout 2004 to be
higher than fourth-quarter 2003 reported margin levels,
paving the way for increased profits in 2005.

broadband through SBC Yahoo! DSL, wireless through Cingular
Wireless and entertainment through SBC DISH Network.

DSL Internet
SBC Yahoo! DSL is the largest DSL provider in the country.
Last year, we added 1.3 million lines for a total of 3.5 million.

A major sales channel expansion we began in late 2003 is
expected to increase our DSL momentum even more in 2004.
SBC Yahoo! DSL is now available through some 2,000 stores
such as Best Buy, RadioShack and Sam's Clubs —in addition
to our own company channels and online from Yahoo!

We also expanded our DSL coverage footprint in 2003 to
reach 75 percent of our customer locations at year end, and we
expect to reach nearly 80 percent in the first quarter of 2004.

SBC Yahoo! DSL is currently rolling out a groundbreaking
Wi-Fi initiative called FreedomL!nk». FreedomLink'M will
connect SBC customers to the internet from the road via
hot spots that are scheduled to be available in more than
6,000 hotels, airports, convention centers and other venues
throughout the 13-state SBC territory by the end of 2006.

Long Distance
SBC more than doubled its long distance lines in 2003,
adding 8.3 million for a total of 14.4 million lines. This
made SBC the fastest-growing long distance provider in
the country last year. Our growth was spurred by launches
in California, Nevada, illinois, Indiana, Michigan, Ohio
and Wisconsin during 2003.

Winning regulatory approvals in late 2003 to offer long
distance in the Midwest marked a crucial turning point for
SBC, because the region represents more than one-third, or
about 20 million, of our total access lines. We' re already
seeing the same kind of access line retention impact in the
Midwest that we saw in the West and Southwest when we
entered the long distance business in those regions. Now, for
the first time in SBC's history, we can offer long distance in
all 50 states.

Cingular Wireless
Wireless is a top growth area for SBC, and Cingular Wireless'
pending acquisition of ATILT Wireless will make SBC the
majority owner of what promises to be the premier wireless
provider in America. Coming on the heels of the strongest
subscriber growth in two years, Cingular announced in February
2004 that it will buy No. 3 wireless provider AT&T Wireless.
This combination will make Cingular a much stronger and more
efficient competitor in this highly competitive market.

For Cingular customers, the combination will mean expanded
coverage to 97 of the top 100 markets, plus improved reliability,
enhanced call quality and a wide array of new and innovative
services, including even faster wireless broadband services.

For our company and our stockholders, it provides much
greater exposure to one of the most important growth oppor-
tunities in the telecom market today. The strong operational
synergies Cingular expects to realize through this combination,
such as lower advertising expense, increased back-office
efficiencies and lower capital requirements, would allow
Cingular to provide even better service at a lower cost.

DEAR FELLOW INVESTOR:
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achievement by our company.

Our 2003 results reaffirmed our business strategy. As the
telecom arena continually redefines how individuals and
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DSL Internet

SBC Yahoo! DSL is the largest DSL provider in the country.
Last year, we added 1.3 million lines for a total of 3.5 million.

° A major sales channel expansion we began in late 2003 is
expected to increase our DSL momentum even more in 2004.

SBC Yahoo! DSL is now available through some 2,000 stores
such as Best Buy, RadioShack and Sam's Clubs -- in addition

to our own company channels and online from Yahoo!

We also expanded our DSL coverage footprint in 2003 to

reach 75 percent of our customer locations at yea r end, and we
expect to reach nearly 80 percent in the first quarter of 2004.

SBC Yahooi DSL is currently rolling out a groundbreaking
Wi-Fi initiative called FreedomLink sM. FreedomLink sM will

connect SBC customers to the Internet from the road via

hot spots that are scheduled to be available in more than

6,000 hotels, airports, convention centers and other venues
throughout the i 3-state SBC territory by the end of 2006.

Long Distan(:e

SBC more than doubled its long distance lines in 2003,
adding 8.3 million for a total of 14.4 million lines. This

made SBC the fastest-growing long distance provider in

the country last year. Our growth was spurred by launches
in California, Nevada, illinois, Indiana, Michigan, Ohio
and Wisconsin during 2003.

Winning regulatory approvals in late 2003 to offer long
distance in the Midwest marked a cruciai turning point for

SBC, because the region represents more than one-third, or

about 20 million, of our total access lines. We're already

seeing the same kind of access line retention impact in the
Midwest that we saw in the West and Southwest when we

entered the long distance business in those regions. Now, for

the first time in SBC's history, we can offer long distance in
all 50 states.

Cingular Wireless

Wireless is a top growth area for SBC, and Cingular Wireless'
pending acquisition of AT&T Wireless will make SBC the

majority owner of what promises to be the premier wireless

provider in America. Coming on the heels of the strongest

subscriber growth in two years, Cingular announced in February
2004 that it will buy No. 3 wireless provider AT&T Wireless.

This combination will make Cingular a much stronger and more

efficient competitor in this highly, competitive market.
For Cingular customers, the combination will mean expanded

coverage to 97 of the top 100 markets, plus improved reliability,

enhanced call quality and a wide array of new and innovative
services, including even faster wireless broadband services.

For our company and our stockholders, it provides much

greater exposure to one of the most important growth oppor-
tunities in the telecom market today. The strong operational
synergies Cingular expects to realize through this combination,

such as lower advertising expense, increased back-office
efficiencies and lower capital requirements, would allow

Cingular to provide even better service at a lower cost.



Cingular made some important strides during 2003, including
its conversion to the powerful GSM network technology in all its
major markets. This conversion is enhancing service quality and
improving customer satisfaction. GSM, or Global System for
Mobile Communications, is the world's most popular wireless
network technology, offering the widest variety of handsets with
features like color screens, camera phones and Internet access.

To further integrate wireless and wireline, Cingular last fall
introduced FastForward™, a first-of-its-kind cradling device
that allows subscribers to forward wireless calls to home or
office lines. FastForward™ gives customers the security of
wireline, the mobility of wireless and the convenience of
combining both into one number. This also spells greater
customer savings, since calls to the wireless phone while
cradled don't count against wireless minutes.

The initial impact of the much-anticipated "wireless local
number portability" rules implemerited last November—
allowing customers to switch wireless carriers without changing
numbers or' to move home numbers to wireless phones —was
less dramatic than many had predicted. That was certainly the
case at Cingular.

The technology and spectrum enhancements under way at
Cingular, combined with th'e unique wireless/wireline integration
capabilities it offers, are two reasons we believe porting
represents a potential growth opportunity for Cingular in 2004.

NEW OPPORTUNITI'ES —2004 AND BEYOND
Our subscriber growth in all these consumer businesses was
exceptional in 2003, and we expect another strong year in
2004, as big gains in our newer offerings bring not only
new revenue opportunities but greater stability in our
wireline business.

In long distance, we expect continued solid growth in

2004, particularly in the West and Midwest. In wireless,
we expect to build on the strong momentum Cingular
generated last year. The conversion to GSM technology
will not only improve voice quality but also allow Cingular
to offer new data services. We believe continued deployment
of broadband technology will help keep the momentum
building in our DSL business.

But perhaps the highest-impact opportunity for the future
is in the large-business market, where we' re now able to
provide both voice and data services on a nationwide basis,
providing an important new choice to business customers.

Business Markets
SBC is poised to tap the enterprise business market, which
represents a sizable revenue opportunity over the next few
years. We achieved several milestones last year that position
us to be a strong competitor for large-business customers.

First, we completed our national data and IP backbones
covering both our 13-state area and 30 additional major
metropolitan areas. Next, we created a national sales force
more than 1,000 strong dedicated to developing new
opportunities in the large-business market.

Finally, winning the right to sell long distance in our final
five Midwestern states gave us the critical traction we needed
in our large-business push, since those states represent such
a large portion of our subscriber base.

Nearly half the Fortune 1000 companies are headquartered
within our traditional 13-state service area, so our existing
customer relationships uniquely position us to compete for
their enterprisewide needs. Large businesses with more than
half their locations in our 13 states will spend an estimated
$34 billion on telecom services this year, and they' re a
natural market for us.

Working 'for the Future
With our strong broadband customer base, we' re also well-
positioned to deliver an industry-leading VolP product to
consumers —as soon as several key regulatory and service-
quality issues are resolved.

Although a number of telecom companies have announced
plans to deploy VoIP for consumers, for the near term, we
believe our current wireline offerings still provide better call
quality, features and pricing.

In the meantime, we' re working to solve the shortcomings
inherent with consumer VolP services available today, such as
9-1-1 responders' inability to locate the caller and service
interruptions due to power failure. As the regulatory and
technical uncertainties are resolved, we' ll be ready to move
aggressively to provide consumers not only with reliable
VolP service but with value-added features.

Across the country, we are continuing to migrate from
a circuit-switched national network to a packet-switched IP

network —moving from copper to fiber. This reflects the
ongoing shift in demand from mostly voice to mostly data,
and it provides the ability to integrate wireline and wireless.

SBC has been a leader for 125 years in technology
development, and be assured that we will develop and
provide solutions for the future to satisfy the exploding

Debt demand for bandwidth to
handle our customers' voice,
data and video needs.
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ENHANCING CUSTOMER
SERVICE, IMPROVING
EFFICIENCY, REDUCING COST
Providing top-quality, on-time
service is our heritage, and
we' re investing in literally
hundreds of initiatives that
will not only help us serve our
customers better, but do so
more efficiently and at a lower
cost. As a result of these
projects, last year our overall
on-time installation rate was
up, repair times were down,
field technician productivity
increased and customer evalu-
ations of our service quality
showed steady improvement.
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There are several important industry trends driving the
market, but one of the most significant is convergence. Talk
to chief information officers of major companies today and
one of the first things they mention is IP services and the need
to converge voice and data networks. Among the many
advantages of convergence, it allows companies to save money
by putting their long distarice voice on a data network.

SBC is ideally positioned to serve this market by simply
expanding our existing relationships. We stepped forw'ard in

2003 with PremierSERVsM, a powerful portfolio of. managed
services that includes a new hosted Voice over Internet
Protocol service (VoIP) as well as IP-VPN services —flexible
network connections that can support a broad spectrum of
IP applications, including VolP.

This market offers tremendous growth opportunities for
SBC, and with our early leadership position in the VolP area,
we believe large-business customers will become a more
important segment of our business over the next few years.

Cingular made some important strides during 2003, induding

its conversion to the powerful GSM network technology in all its
major markets. This conversion is enhancing service quality and

improving customer satisfaction. GSM, or Global System for
Mobile Communications, is the world's most popular wireless
network techr_ology, offering the widest variety of handsets with
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The initial impact of the much-anticipated "wireless local
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less dramatic than many had predicted. That was certainly the
case at Cingular.

The technology and spectrum enhancements under way at
Cingular, combined with the unique wireless/wireline integration

capabilities it offers, are two reasons we believe porting

represents a potential growth opportunity for Cingular in 2004.

NEW OPPORTUNITIES -- 2004 AND BEYOND

Our subscriber growth in all these consumer businesses was

exceptional in 2003, and we expect another strong year in

2004, as big gains in our newer offerings bring not only
new revenue opportunities but greater stability in our
wireline business.

In long distance, we expect continued solid growth in

2004, particularly in the West and Midwest. In wireless,

we expect to build on the strong momentum Cingular
generated last year. The conversion to GSM technology

will not only improve voice quality but also allow Cingular

to offer new data services. We believe continued deployment
of broadband technology will help keep the momentum
building in our DSL business.

But perhaps the highest-impact opportunity for the future

is in the large-business market, where we're now able to

provide both voice and data services on a nationwide basis,
providing an important new choice to business customers.

Business Markets

SBC is poised to tap the enterprise business market, which

represents a sizable revenue opportunity over the next few

years. We achieved several milestones last year that position
us to be a strong competitor for large-business customers.

First, we completed our national data and IP backbones

covering both our 13-state area and 30 additional major
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more than 1,000 strong dedicated to developing new
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by putting their long distance voice on a data network.
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quality, features and pricing.
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These initiatives also will fundamentally transform our
cost structure by standardizing, optimizing and consolidating
various functions. Reducing cost is criticai, as competition for
telecom customers intensifies. Productivity improvements
under way today are expected to save an estimated
$1.3 billion annually in expense and capital costs by 2006.

FINANCIALLY STRONG, FOCUSED ON STOCKHOLDER VALUE

Thanks to our disciplined financial management during one
of the most difficult periods in our industry, SBC remains
financially very strong and well-equipped for the long term
to seize opportunities in this dynamic market. Strong cash
flow allowed us to cut debt from $26 biilion two years ago
to $18 billion at the end of 2003, and we maintain the lowest
debt ratio in our industry.

We continued to return value directly to stockholders, both
through dividends and share repurchases. During 2003, our
Board of Directors increased the quarterly dividend by a total
of 15.7 percent and declared three extra dividends totaling
25 cents a share, in addition to the quarterly payout. This is the
19th consecutive year the Board has increased the dividend,
and the increase is the largest in the company's history. At year
end, SBC had the largest dividend yield in its peer group.

ln December 2003, the Board also authorized a new share
repurchase program of 350 million shares through 2008—
about 10 percent of outstanding stock.

These decisions to reduce debt, buy back shares and
increase our dividend were made in an environment in which
burdensome and uncertain regulatory rules continued to
provide a disincentive to reinvest more of our cash into our
traditional wireline business.

REGULATORY ENVIRONMENT

The FCC's Triennial Review Order that came out last August
provided some hope for regulatory relief in broadband, and
we are optimistic that the remaining uncertainty will be
clarified shortly by the FCC or the Court of Appeals. We were
disappointed, however, that onerous unbundling and pricing
requirements that were overturned twice by the courts were
not removed. At this writing, the United -States Court of
Appeals for the Distric't of Columbia Circuit is still weighing
the industry's appeal of the order on an expedited basis.
We' re hopeful this is a signal that the court intends to reform
once and for all the wholesale rules that have discouraged
new investment by the whole industry and put local phone
companies at a disadvantage.

In 2004, we will continue to press for rate reform at the
federal level. We will also participate in proceedings at the
state level to review the below-cost wholesale rates we are
currently forced to charge our competitors and continue
efforts to bring them more in line with our costs. Indiana's
recent decision to raise by approximately 30 percent the
wholesale rate that competitor resellers pay us to lease our
network was a small step in the right direction, and we' re
hopeful other states will take notice.

We will also work with federal regulators to ensure a
level playing field for all compariies that compete in the
broadband and VolP markets.

~ 3.5 million high-speed Internet lines.
~ 24 million wireless customers, a wireless footprint with

the industry's largest overlap of wireline assets and a
pending acquisition that would make SBC a 60-percent
owner of America's premier wireless provider.

~ A nationwide IP backbone covering the nation's
largest cities.

~ An integrated video entertainment offering.
~ One of the world's largest directory advertising

companies.
~ A broad set of international telecom assets.
~ A strong financial position.
The economy finally showed some signs of turning the

corner late last year, improving our prospects for growth
both in the consumer and business markets. Gains in long
distance, broadband and wireless —combined with improving
access line trends —are expected to yield positive revenue
growth toward the end of this year. And the foundation
we' re laying in the large-business market should yield
additional growth in the years ahead.

In addition, we saw competition-driven pressure on margins
flatten in the first quarter of this year, and we expect pension
and post-retirement benefit costs to decline.

Amid these encouraging signs, we' re continuing to focus
on building market share and operating more cost effectively.

We' ll keep running our business in a way that has won
us the respect of our employees, customers, partners and
the communities we serve. Last year, SBC ranked No. 1 'on

Fortune's list of the "Most Admired" telecom companies and
No. 7 on Fortune's list of the top 50 companies for minorities.
In addition, the company was recognized for having one of
the most diverse work forces, management teams and Board
of Directors in corporate America.

Finally, we look forward to the safe return of the more
than 200 SBC military reservists who are currently serving
around the world. These men and women are truly "going
beyond the c'all" to protect America from the threat of
international terrorism, and we salute their bravery and
commitment to such important work.

As we look to the rest of 2004, SBC is more confident and
committed than ever to delivering for our stockholders.
As we return to positive revenue growth, I'm confident our
stock price will be rewarded by the market. Meanwhile,
we' ll work hard to build value today and in the future.

Sincerely,

Edward E. Whitacre Jr.
Chairman and Chief Executive Officer
February 18, 2004

A LOOK AHEAD

Looking ahead, I'm more optimistic about our future and our
competitive position than I've been in several years. No other
telecom company has our combination of assets:

~ 55 million direct connections to homes and businesses
coveiing one-third of the United States, including the
headquarters of one-half of the Fortune 1000,
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Theseinitiativesalsowillfundamentallytransform our

cost structure by standardizing, optimizing and consolidating
various functions. Reducing cost is critical, as competition for
telecom customers intensifies. Productivity improvements

under way today are expected to save an estimated
$1.3 billion annually in expense and capital costs by 2006.

FINANCIALLY STRONG, FOCUSED ON STOCKHOLDER VALUE

Thanks to our disciplined financial management during one

of the most difficult periods in our industry, SBC remains
financially very strong and well-equipped for the long term

to seize oppOrtunities in this dynamic market. Strong cash

flow allowed us to cut debt from $26 billion two years ago
to $18 billion at the end of 2003, and we maintain the lowest

debt ratio in our industry.
We continued to return value directly to stockholders, both

through dividends and share repurchases. During 2003, our

Board of Directors increased the quarterly dividend by a total
of 15.7 percent and declared three extra dividends totaling

25 cents a share, in addition to the quarterly payout. This is the
19th consecutive year the Board has increased the dividend,

and the increase is the largest in the company's history. At year
end, SBC had the largest dividend yield in its peer group.

In December 2003, the Board also authorized a new share
repurchase program of 350 million shares through 2008

abo(Jt 10 percent of outstanding stock.

These decisions to reduce debt, buy back shares and
increase our dividend were made in an environment in which

burdensome and uncertain regulatory rules continued to

provide a disincentive to reinvest more of our cash into our
traditional wireline business.

REGULATORY ENVIRONMENT

The FCC's Triennial Review Order that came out last August

provided some hope for regulatory relief in broadband, and
we are optimistic that the remaining uncertainty will be
clarified shortly by the FCC or the Court of Appeals. We were"

disappointed, however, that onerous unbundling and pricing
requirements that were overturned twice by the courts were
not removed. At this writing, the United States Court of

Appeals for the District of Columbia Circuit is still weighing

the industry's appeal of the order on an expedited basis.

We're hopeful this is a signal that the court intends to reform
once and for a!l the wholesale rules that ha_/e discouraged

new investment by the whole industry and put local phone

companies at a disadvantage.
In 2004, we will continue to press for rate reform at the

federal level. We will also participate in proceedings at the
state level to review the below-cost wholesale rates we are

currently forced to charge our competitors and continue

efforts to bring them more in line with our costs. Indiana's

recent decision to raise by approximately 30 percent the
wholesale rate that competitor resellers pay us to lease our

network was a small step in the right direction, and we're

hopeful other states will take notice.

We will also work with federal regulators to ensure a
level playing field for all companies that compete in the
broadband and VolP markets.

A LooK AHEAD

Looking ahead, I'm more optimistic about our future and our

competitive position than I've been in several years. No other
telecom company has Our combination of assets:

• 55 million direct connections to homes ;ind businesses

covering one-third of the United States, including the

headquarters of one-half of the Fortune 1000.
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• 3.5 million high-speed Internet lines.

• 24 million wireless customers, a wireless footprint with

the industry's largest overlap of wireline assets and a
pending acquisition that would make SBC a 60-percent

owner of America's premier wireless provider.
• A nationwide IP backbone covering the nation's

largest cities.
• An integrated video entertainment offering.

• One of the world's largest directory advertising

companies.
• A broad set of international telecom assets.

• A strong financial position.
The economy finally showed some signs of turning the

corner late last year, improving our prospects for growth
both in the consumer and business markets. Gains in long

distance, broadband and wireless -- combined with improving
access line trends -- are expected to yield positive revenue

growth toward the end of this year. And the foundation

we're laying in the large-business market should yield

additional growth in the years ahead.
In addition, we saw competition-driven pressure on margins

flatten in the first quarter of this year, and we expect pension

and post-retirement benefit costs to decline.

Amid these encouraging signs, we're continuing to focus
on building market share and operating more cost effectively.

We'll keep running our business in a way that has won

us the respect of our employees, customers, partners and
the communities we serve. Last year, SBC ranked NO. 1 "on
Fortune's list of the "Most Admired" telecom companies and

No. 7 on Fortune's list of the top 50 companies for minorities.
In addition, the company was rei:ognized for having one of
the most diverse work forces, management teams and Board

of Directors in corporate America.

Finally, we look forward to the safe return of the more
than 200 SBC military reservists who are currently serving

around the world. These men and women are truly "going

beyond the call" to protect America from the threat of
international terrorism, and we salute their bravery and
commitment to such important work.

As we look to the rest of 2004, SBC is more confident and

committed than ever to delivering for our stockholders.

As we return to positive revenue growth, I'm confident our
stock price will be rewarded by the market. Meanwhile,

we'll work hard to build value today and in the future.

Sincerely,

c
Edward E. Whitacre Jr.
Chairman and Chief Executive Officer

February 18, 2004



SELECTED FINANCIAL ANO OPERATING DATA
Dollars in millions except per share amounts

At December 31 or for the year ended:

Financial Data'

Operating revenues

Operating expenses

Operating income

2003 2002 2001 2000 1999

$6,469 $8,623 $10,508 ' $10,470 $11,598

$40,843 $43,138 $45,908 $51,374 $49,531

$34,374 $34,515 $35,400 $40,904 $37,933

Interest expense $1,241 $1,382 $1,599 $1,592 $1,430
Equity in het income of affiliates

Other income (expense) —net2

Income taxes

$1,253 $1,921 $1,595 $897 $912
$1,817 $734 $ (236) $2,562 $ (354)

$2,930 $2,984 $3,942 $4,816 $4,280

Income before extraordinary item and
cumulative effect of accounting changes

Net income'
$5,971 $7,473 $7,008 $7,800
$8,505 $5,653 $7,008 $7,800

$6,573
$8,159

Earnings per common share:
Income before extraordinary item and

cumulative effect of accounting changes $1.80 $2.24 $2.08 $2.30 $1.93
Net income3 $2.56 $1.70 $2.08 ' $2.30 $2.39

Earnings per common share —assuming dilution:
Income before extraordinary item and

cumulative effect of accounting changes $1.80 $2.23 $2.07 $2.27 $1.90
Net income3 $2.56 $1.69 $2.07 $2.27 $2.36

Total assets $100,166 $95,057 $96,322 $98,651 $83,215
Long-term debt
Construction and capital expenditures

$16,060 $18,536 $17,133 $15,492 $17,475

$5,219 $6,808 $11,189 $13,124 $10,304
Dividends declared per common share4 $1.41 $1.08 $1.025 $1.015

' $0.975
Book value per common share $11.57 $10.01 $9.82 $9.09 $7.87

Rati~rnings toXixeclcharges, 6.54 &.36. 5.94 &81. 6.52

Debt ratio 31.9% 39 9% 44 3% 45.0% 42.9%
Weighted average common shares

outstanding (000,000) 3,318 3,330 3,366 3,392 3,409
Weighted average common shares

outstanding with dilution (000,000) 3,329 3,396 3,433 3,458

End of period common shares
outstanding (000,000) 3,305 3,318 3,354 3,386 3,395

Operating Data
Network access lines in service (000)
Long-distance lines in service (000)
DSL lines in service (000)

54,683 57,083 59,532 61,258 60,697

14,416 6,071 4,877 3,043 1,206

3,515 2, 199 1,333 767 115
Wireless customers (000) —CingularlSBCS 24,027 - 21,925 21,596 19,681 11,151

Number of employees 168,950 175,980 193,420 220,090 204,530

iAmounts ln the above table have been prepared In accordance with accounting principles generally accepted in the United States. Effective January 1, 2002, we adopted
the fair value recognition provisions of Statement of Flriancial Accounting Standards No. 123, "Accounting for Stock-Based Compensation (FAS 123) as amended by
Statement of Financial Accounting Standards No. 148, "Accounting for Stack-Based Compensation —Transition and Disdosure" (FAS 148). In 2002, we restated aur 2001
and 2000 results, We did not restate 1999for our adoption of FAS 148, as allowed by the standard; however, had our results for 1999 been restated, net income for 1999
would have been reduced by II89, or S0.05 per share assuming dilution.

zAmount far 200'I includes a loss of 528 which was reclassifled from an extraordinary loss to an ordinary loss, related to the January 1, 2003 adoption of Statement of
Financial Accounting Standards No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections, " (FAS 145).
FAS 145 resdnded FASB Statement No. 4, Reporting Gains and Losses from Extinguishment of Debt, an amendment of APB Opinion No. 30".

aAmounts indude the following extraordinary item and cumulative effect of accounting changes: 2003, extraordinary loss of S7 related to the adoption of Financial

Accounting Standards Board interpretation No. 46 "Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin Na. 51"(FIN 46) and
the cumulative effect of accounting changes of S2,541 which includes a S3,677 benefit related to the adoption of Statement of Financial Accounting Standards No. 143,
"Accounting for Asset Retirement Obligations" (FAS 143) and a S1,136 charge related to the January 1, 2003 change in the method in which we recognize revenues
and expenses related to publishing directories from the "Issue basis" method to the "amortization method; 2002, charges related to a January 1, 2002 adoption of
Statement of Financial Accounting Standards No. 142, "Goodwill and Othei Intangible Assets"; 1999, gain on the sale of overlapping cellular properties and change in

directory accounting at Ameritech.
4Divldends declared by SBC's Board of Directors reflect the following; 2003, includes three additional dividends totaling S0.25 per share above our regular quarterly
dividend payout. 1999 does not indude dividends declared and pa1d by Amerltech in 1999.

sAII periods exclude customers from the overlapping Ameritech wireless properties sold in 1999.Beginning in 2000, the number presented represents 100'lo of Oingular
Wireless' (CJngular) cellular/PCS customers. Cingular is a joint venture in which we own 60 la and is accounted for under the equity method.
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SELECTED FINANCIAL AND OPERATING DATA
Dollars in millions except per share amounts

At December 31 or for the year ended: 2003 2002 2001 2000 1999

Financial Data I

Operating revenues $ 40,843 $ 43,138 $ 45,908 $ 51,374 $ 49,531

Operating expenses $ 34,374 $ 34,515 $ 35,400 $ 40,904 $ 37,933

Operating income $ 6,469 $ 8,623 $ 10,508 $ 10,470 $ 11,598

interest expense $ 1,241 $ " 1,382 $ 1,599 $ 1,592 $ 1,430

Equityin net income=of affiliates $ 1,253 $ 1,921 $ 1,595 $ 897 $ 912

Other income (expense) - net 2 $ 1,817 $ 734 $ (236) $ 2,562 $ (354)

Income taxes $ 2,930 $ 2,984 $ 3,942 $ 4,816 $ 4,280

Income before extraordinary item and
cumulative effect of accounting changes $ 5,971 $ 7,473 $ 7,008 $ 7,800 $ 6,573

Netincome 3 $ 8,505 $ 5,653 $ 7,008 $ 7,800 $ 8,159

Earnings per common share:
Income before extraordinary item and

cumulative effect of accounting changes $ 1.80 $ 2.24 $ 2.08 $ 2.30 $ !.93

Net income 3 $ 2.56 $ 1.70 $ 2.08 • $ 2.30 $ 2.39

Earnings per common share - assuming dilution:

Income before extraordinary item and
cumulative effect of accounting changes $ 1.80 $ 2.23 $ 2.07 $ 2.27 $ 1.90

Net income 3 $ 2.56 $ 1.69 $ 2.07 $ 2.27 $ 2.36

Total assets. $100,166 $ 95,057 $ 96,322 $ 98,651 $ 83,215

Long-term debt $ 16,060 $ 18,536 $ 17,133 $ 15,492 $ 17,475

Construction and capital expenditures $ 5,219 $ 6,808 $ 11,189 $ 13,124 $ 10,304

Dividends declared per common share 4 . $ 1.41 $ 1.08 $ 1.025 $ 1.015 • $ 0.975

Bookvalue percommon share $ 11.57 $ 10.01 $ 9.82 $ 9.09 $ 7.87

....... -Ratio_of_eamings__fJxecLcharges_ ............. 6.5_4..... _6.3E ........ 5.9_4__........ _ ..... 6.52

Debt ratio 31.9% 39.9% 44.3% 45.0% 42.9%

Weighted average common shares
outstanding (000,000) 3,318 3,330 3,366 3,392 3,409

Weighted average common shares
outstanding with dilution (000,000) 3,329 3,348 3,396 3,433 3,458

End of period common shares

outstanding (000,000) 3,305 3,318 3,354 3,386 3,395

Operating Data

Network access lines in service (000) 54,683 57,083 59,532 61,258 60,697

Long-distance lines in service (000)14,416 6,071 4,877 3,043 1,206

DSL lines in service (000) 3,515 2,199 1,333 767 115

Wireless customers (000) - Cingular/SBC 5 24,027 21,925 21,596 19,681 11,151

Number of employees 168,950 175,980 193,420 220,090 204,530

tAmounts in the above table have been prepared in accordance with accounting principles generally accepted in the Uqited States. EffectivelJanuary 1, 2002, we adopted
the fair value recognition provisions of Statement of Flr_anclal Accounting Standards No. 123, =Accounting for Stock-Based Compensation" (FAS 123) as amended by
Statement of Rnandal Accounting Standards No. 148, "Accounting for Stock-Based Cx_mpensation -Transition and Disdosure" (FAS 148). In 2002, we restated our 2001

and 2000 results. We did not restate 1999 for our adoption of FAS 148, as allowed by the standard; however, had our results for 1999 been restatedp net income for 1999

would have been reduced by $189, Or $0.05 per share assuming dilution.

ZAmount for 2001 Indudes a loss of $28 which was reclassified from an extraordinary loss to an ordinary loss, related to the January 1, 2003 adoption of Statement of
Financial Accounting Standards No. 145, "Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections," (FAS 145).
FAS 145 rescinded FASB Statement No. 4, "Reporting Gains and Losses from Extinguishment of Debt, an amendment of APB Opinion No. 30_.

3Amounts Indude the following extraordinary item and cumulative effect of accounting changes: 2003, extraordinary loss of $7 related to the adoption of Financial

Accounting Standards Board Interpretation No. 46 _Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51" (FIN 4G) and
the cumulative effect of accounting changes of $2,541 which Indudes a $3,677 benefit related to the adoption of Statement of Financial Accounting Standards No. 143,
_Accountlng for Asset Retirement Obligations" (FAS 143) and a $1,136 charge related to the January 1, 2003 change in the method in which we recognize revenues
and expenses related to publishing directories from the "Issue basls K method to the "amortization" method; 2002, charges related to a January 1, 2002 adoption of

Statement of Rnandal Accounting Standards No. 142, "Goodwill and Other Intangible Assets'; 1999, gain on the sale of overlapping cellular properties and change in
directory accounting at Ameritech.

4Dividends declared by SBC's Board of Directors reflect the following: 2003, includes three additional dividends totaling $0_25 per share above our regular quarterly

dividend payout. 1999 does not include dividends declaCed and pald by Amedtech in 1999.

sail periods exclude co#comers from the overlapping Ameritech wireless properties sold in 1999. Beginning in 2000; the number presented represents 100% of Cingular

Wireless" (CJngular) cellular/PC5 customers. Cingular is a joint venture in which we own 60% and is accounted for under the equity method.
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MANA(sEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Dollars in millions except per share amounts

Throughout this document, SBC Communications Inc. is
referred to as "we" or "SBC".We are a holding company
whose subsidiaries and affiliates operate in the communi-
cations services industry. Our subsidiaries and affiliates
provide wireline and wireless telecommunications services
and equipment and directory advertising services both
domestically and worldwide. r

You should read this discussion in conjunction with the
consolidated financial statements and the accompanying
notes. A reference to a Note in this section refers to the
accompanying Notes to the Consolidated Financial
Statements; In our tables throughout this section,
percentage increases and decreases that exceed 100% are
not considered meaningful and are denoted with a dash.

RESULTS OF OPERATIONS

Consolidated Results
Our financial results are summarized in the table below. We then discuss factors affecting our overall results for the past three
years. These factors are discussed in more detail in our segment results. We also discuss our expected revenue and expense
trends for 2004 in the "Operating Environment and Trends of the Business section.

2003 2002

Percent Change

2003 vs. 2002 vs.
2001 2002 2001

Operating revenues
Operating expenses
Operating income
Income before income taxes
Income before extraordinary item and

cumulative effect of accounting changes
Extraordinary item'
Cumulative effect of accounting changes23
Net income
Diluted earnings per share

$40„843
34,374
6369
8,901

5,971
P)

2,541
8,505
2.56

$43,138
34,515

8,623
10,457

7,473

(1,820)
5,653

1.69

$45,908
35,400
10,508
10,950

7,008

7,008
2.07

(5.3)
(0.4)

(25.0)
(14.9)

(20.1)

50.5
51.5

(6.0)%
(2.5)

(17.9)
(4.5)

(19.3)
(18 4)

12003 indudes an extraordinary loss on our real estate leases related to the adoptiori of Finandal Accounting Standards Board (FASB) Interpretation No. 46 "Consolidation
bleJntenMEnt)ties~ Jnterpretation of Account)ng Research Bulletin No~ ~lhi 46).

z2003 Indudes cumulative effect of accounting changes of $2,541:a $3,677 benefit related to the adoption of Statement of Financial Accounting Standards No. 143,
"Accounting for Asset Retirement obligations" (FAS 143);and a $1,136 charge related to the January 1, 2003 change in the method in which we recognize revenues
and expenses related to publishing directories from the "issue basis" method to the "amortiz'ation method.

32002 indudes a cumulative effect of accounting change related to the adoption of Statement of Financial Accounting Standards No. 142, "Goodwill and Other
Intangible Assets" (FAS 142).

Overview Our operating income declined $2,154, or
25.0%, in 2003, and $1,885, or 17.9%, in 2002. The declines
in both 2003 and 2002 were due primarily to an increase in
our combined net pension and postretirement cost and the
continued loss of revenues from dedining retail access lines.
The continuing decline in retail access lines has been
primarily attributable to customers moving from our retaii
lines to competitors using our wholesale lines provided under
the Unbundled Network Element-Platform (UNE-P) rules.

: UNE-P rules require us to sell our lines and the end-to-end
services provided over those lines to competitors at below
cost while still absorbing the costs of deploying, provisioning,
maintaining and repairing those lines. Competitors can then
take advantage of these below-cost rates to offer services
at lower prices. See our "Operating Environment and Trends

, of the Business" section for further discussion of UNE-P.

Additional factors contributing to the declines in retail access
lines and revenues were the uncertain U.S. economy and
increased competition, including customers using wireless
technology and cable instead of phone lines for voice and
data. Although retail access line losses have continued, the
trend has slowed recently, reflecting our ability to now offer
retail interLATA (traditional) long-distance in all of our
r'egions as well as the introduction of offerings combining
multiple services for one fixed price ("bundles" ).

The 2003 increase in our combined net pension and
postretirement cost of $1,917 also contributed to the decline
in operating income. Because of its size, this expense is
discussed in more detail in "Operating expenses" below.
The change in our method of accounting for publishing
directories from the "issue basis" method to the
"amortization" method (see Note 1 and our "Directory
Segment Results" section) increased operating income
approximately $80.

Our income before income taxes declined in 2002, but
the decline was less than the decline in operating income
due to increased gains on sales of international investments
in 2002, In addition, a lower effective tax rate and a decline
in our weighted average common shares outstanding
favorably affected our diluted earnings per share in 2002.

Operating revenues Our operating revenues decreased
$2,295, or 5.3%, in 2003 and $2,770, or 6.0%, in 2002,
The declines in both 2003 and 2002 were primarily due to
lower voice revenues resulting from the continued loss of
retail access lines to UNE-P wholesale lines, as well as the
uncertain U.S. economy and increased competition. UNE-P
is discussed in greater detail in our "Wireline Segment
Results" section. Additionally, in 2003, the change in
directory accounting mentioned above also increased
revenue approximately $47 (see Note 1).
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Dollarsin millions exceptpershareamounts

Throughout this document, SBC Communications Inc. is
referred to as "we" or "SBC". We are a holding company
whose subsidiaries and affiliates operate in the communi=

cations services industry. Our subsidiaries and affiliates

provide wireline and wireless telecommunications services

and equipment an_ directory advertising services both
domestically and worldwide.

You should read this discussion in conjunction with the
consolidated financial statements and the accompanying
notes• A reference to a Note in this section refers to the

accompanying Notes to the Consolidated Financial

Statements_ In our tables throughout this section,
percentage increases and decreases that exceed 100% are
not considered meaningful and are denoted with a dash.

RESULTS OF OPERATIONS

Consolidated Results

Our financial results are summarized in the table below, We then discuss factors affe_ing Our overall resul_ for the past three

years. These factors are discussed in more detail in our segment results. We also discuss our expected revenue and expense
trends for 2004 in the "Operating Environment and Trends of the Business" section.

Percent Change

2003 vs, 2002vs•
2003 2002 2001 2002 2001

Operating revenues

Operating expenses
Operating income
Income before income taxes

Income before extraordinary item and

cumulative effect of accounting changes

Extraordinary item 1
Cumulative effect of accounting changes2, 3
Net income

Diluted earnings per share

$40,843 $43,138 $45,908 (5.3)% (6.0)%

34,374 34,515 35,400 (0.4) (2.5)
6A69 8,623 10,508 (25.0) (17.9)
8,901 10,457 10,950 (14.9) (4.5)

5,971 7,473 7,008 (20.1) 6.6
(7) ....

2,541 (1,820) -- -- --

8,505 5,653 7,008 50.5 (19.3)

2.56 1.69 2.07 , 51.5 (!8.4)

12003Includesanextraordinarylossonour realestateleasesrelatedto the adoptiodof FinandalAccountingStandardsBoard(FASB)Interpretation No: 46 "Consolidation
........ o£Eada_Entitlea,.aaJnterpEetatio.n ofL_cmmting ResearchB_ulle_t__ _ _ ........................................... .

z2003 Indudes cumulativeeffect of accountingchangesof $2,541:a $3,677benefitrelated to the adoption of Statementof FinancialAccountlng StandardsNo. 143,
"Accounting for AssetRetirementObligations" (FAS143);and a $1,136chargerelatedto theJanuaryI, 2003changein the methodin which we recognizerevenu'es
and expensesrelatedto publishingdirectoriesfrom the "issuebasls" method to the "amortlzatldn" method.

32002indudes a cumulativeeffectof accountingchangerelatedto the adoption of statementof FlnandalAccountlng StandardsNo. 142,"Goodwill and Other
Intanglble Assets"(FAS142).

Overview Our operating income declined $2,154, or
25.0%, in 2003, and $1,885, or 17.9%, in 2002. The declines

in both 2003 and 2002 were due primarily to an increase in
our combined net pension and postretirement cost and the

continued loss of revenues from declining retail access lines.
The continuing decline in retail access lines has been

primarily attributable to customers moving from our retail

lines to competitors using our wholesale lines provided under
the Unbundled Network Element-Platform (UNE-P) rules.

UNE-P rules require us to sell our lines and the end-to-end

services provided over those lines to competitors at below
cost while still absorbing the costs of deploying, provisioning,

maintaining and repairing those lines. Competitors can then

take advantage of these below-cost rates to offer services
at lower prices. See our "Operating Environment and Trends
of the Business" section for further discussion of UNE-P.

Additional factors contributing to the declines in retail access
• L • •

lines and revenues were the uncertain U.S. economy and
increased competition, including customers using wireless

technology and cable instead of phone lines for voice and
data. Although retail access line losses havecontinued, the

trend has slowed recently, reflecting our ability to now offer

retail interLATA (traditional) long-distance in al! of our
regions as well as the introduction of offerings combining

multiple services for one fixed price ("bundles").

The 2003 increase in our combined net pension and
postretirement cost of $1,917 also contributed to the decline

in operating income. Because of its size, this expense is
discussed in more detail in "Operating expenses" below.

The change in our method of accounting for publishing
directories from the "issue basis" method to the

"amortization" method (see Note 1 and .our "Directory
Segment Results" section) increased Operating income
approximately $80.

Our income before income taxes declined in 2002, but

the decline was less than the decline in operating income

due to increased gains on sales of international investments
in 2002. In addition, a lower effective tax rate and a decline

in our weighted average common shares outstanding

favorably affected our diluted earnings per share in 2002.

Operating revenues Our operating revenues decreased
$2,295, or 5.3%, in 2003 and $2,770, or 6.0%, in 2002.

The declines in both 2003 and 2002 were primarily due to

lower voice revenues resulting from the continued loss of
retail access lines to UNE-P wholesale lines, as well as the

uncertain U.S. economy and increased competition. UNE-P

is discussed in greater detail !n our "Wireline Segment
Results" section. Additionally, in 2003, the change in

directory accounting mentioned above also increased
revenue approximately $47 (see Note 1).
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Operating expenses Our operating expenses decreased
$141, or 0.4'/o, in 2003 and $885, or 2.5'/o, in 2002. The 2003
decrease was due to several factors. Costs were reduced
primarily due to the decline in our workforce (down more
than 7,000 employees from 2002). Second, we recorded
charges in 2002, which favorably affected comparisons with
2003. Specifically, these 2002 charges included $813 related
to a workforce reduction program (see Note 2) and
additional bad debt reserves of $125 as a result of the
WorldCom Inc. (WorldCom) bankruptcy filing. Third, the
impact of the adoption of FAS 143 decreased our operating
expenses approximately $280 (see Note 1).Fourth, our
stock option expense decreased approximately $207 (see
Note 12) primarily due to a decrease in options granted
during 2003. Additionally, the change in directory
accounting mentioned above decreased operating expenses
approximately $33.

The 2003 decreases were partially offset by increasing
costs related to our pension and postretirement benefit plans.
Our combined net pension and postretirement cost increased
operating expenses approximately $1,917 in 2003 (see further
discussion below). Also offsetting the decrease were increased
expenses to enhance customer growth, including sales and
advertising support for digital subscriber lirie (DSL) and
long-distance marketing initiatives, ln particular, our
advertising expense increased approximately $435 in 2003,

Operating expenses decreased in 2002 due to the decline
in our workforce (down over 17,000 employees from 2001).
2002 operating expenses also decreased due to our
adoption of FAS 142, whereby we stopped amortizing
goodwill (see Note 1).

Combined Net Pension and Postretirement Cost (Benefit)
Operatirig expenses include our combined net pension and
postretirement cost (benefit) of $1,835, $(82) and $(436) in

2003, 2002 and 2001. A decrease in our combined net
pension and postretirement benefit, as happened in 2003
and 2002, causes our operating expense to increase. This
increased expense of approximately $1,917 in 2003 was
primarily due to net investment losses and to pension settle-
ment gains recognized in 2002 and previous years, which
reduced the amount of unrealized gains recognized in 2003.

Four other factors also contributed to our increased
combined net pension and postretirement cost in 2003.
First, this cost increased approximately $343 due to our
decision to lower our expected long-term rate of return on
Pian assets from 9.5o/o to 8.5'/o for 2003, based on our long-
term view of future market returns. Second, the reduction
of the discount rate used to calculate service and interest
cost from 7.5/o to 6.75/o, in response to lower corporate
bond interest rates, increased this cost approximately $163.
Third, higher-than-expected mediral and prescription drug

'

claims increased expense approximately $152. Fourth, in

response to rising claim costs, we increased the assumed
medical cost trend rate in 2003 from 8.0'/o to 9.0'/o for
retirees 64 and under and from 9.0/o to 10.0/o for retirees
65 and over, trending to an expected increase of 5.0/o in

2009 for all retirees, prior to adjustment for cost-sharing
provisions of the medical and dental plans for certain retired
employees. This increase in the medical cost trend rate
increased our combined net pension and postretirement cost
approximately $187. See Note 10 for further detail of our

actuarial estimates of pension and postretirement benefit
expense and actuarial assumptions.

Retirement Offers Operating expenses also include
expenses for enhanced pension and postretirement benefits
of approximately $44, $486 and $173 in 2003, 2002 and 2001
in connection with voluntary enhanced retirement programs
offered to certain management and nonmanagement
employees as part of workforce reduction programs.

ln September 2003, the Internal Reve'nue Service (IRS)
increased the interest rate used to calculate pension plan
lump sums from 4.53 /o to 5.31 /o, effective for employees
who retired after September 30, 2003. The increase in this
interest rate resulted in smaller lump sum pensions for some
of our employees. We chose to extend the 4.53o/o rate to
employees who retired before November 1, 2003. The exten-
sion of this lump sum benefit rate was accounted for as a
special termination benefit and increased our 2003 fourth-
quarter pension benefit expense approximately $28.

Pension Settlement Gains/Losses Under U.S.generally
accepted accounting principles (GAAP), on a' plan-by-plan
basis, if lump sum benefit payments made to employees
upon termination or 'retirement exceed required thresholds,
we recognize a portion of previously unrecognized pension
gains or losses attributable to that plan's assets and
liabilities. Until 2002, we had an unrecognized net gain,
'primarily because our actual investment returns exceeded
our expected investment returns. During 2002 and 2001,
we made lump sum benefit payments in excess of the GAAP
thresholds, resulting in the recognition of net gains,
referred to as "pension settlement gains". We recognized
net pension settlement gains of approximately $29 and
$1,363 in 2002 and 2001. Due to U.S. securities market
conditions, our plans experienced investment losses during
2002 and 2001 resulting in a decline in pension assets,
causing us to have a net unrecognized loss. Net settlement
gains in 2002 include settlement losses during the latter part
of the year, reflecting the continued investment losses
sustained by the plan. Settlement gains for 2001 were
primarily related to a voluntary enhanced pension and
retirement program implemented in October 2000. We
did not recognize any settlement gains or losses in 2003.

Medical Cost Controls As a result of the continued
increase in our combined net pension and postretirement
cost and the costs expected in 2004, discussed in "Operating
Environment and Trends of the Business", we have taken
steps to implement additional cost controls. To reduce the
increased medical costs mentioned above, in January 2003,
we implemented cost-saving design changes in' our
management medical and dental plans including increased
participant contributions for medical and dental coverage
and increased prescription drug co-payments. These changes
reduced our postretirement cost approximately $229 in 2003.

In early 2004, nonmanageme'nt retirees were notified of
medical coverage changes that will become effective on
January 1, 2005. These changes inrlude adjustments to
co-pays and deductibles for prescription drugs and a choice of
medical plan coverage between the existing plans, including
monthly contribution provisions or a plan with higher co-pays
and deductibles but no required monthly contribution from
the retiree during 2005. We expect these changes to reduce
2004 expenses in the range of $300 to $600.
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OperatingexpensesOur operating expenses decreased
$141, or 0.4%, in 2003 and $885, or 2.5%, in 2002. The 2003
decrease was due to several factors. Costs were reduced

primarily due to the decline in our workforce (down more
than 7,000 employees from 2002). Second, we recorded

charges in 2002, which favorably affected comparisons with
2003. Specifically, these 2002 charges included $813 related

to a workforce reduction program (see Note 2) and
additional bad debt reserves of $125 as a result of the

WorldCom Inc. (W0rldCom) bankruptcy filing. Third, the
impact of the adoption of FAS 143 decreased our operating

expenses approximately $280 (see Note 1). Fourth, our

stock option expense decreased approximately $207 (see
Note 12) primarily due to a decrease in options granted

during 2003. Additionally, the change in dire_ory
accounting mentioned above decreased operating expenses

approximately $33.

The 2003 decreases were partially offset by increasing
costs related to our pension and postretirement benefit plans.

Our combined net pension and postretirement cost increased
operating expenses approximately $1,917 in 2003 (see further

discussion below). Also offsetting the decrease were increased

expenses to enhance customer growth, including sales and
advertising support for digital subscriber line (DSL) and

long-distance marketing initiatives. In particular, our

advertising expense increased approximately $435 in 2003.
Operating expenses decreased in 2002 due to the decline

in our workforce (down over 17,000 employees from 2001).

2002 operating expenses also decreased due to our

adoption of FAS 142, whereby we stopped amortizing
goodwill (see Note 1).

Combined Net Pension and Postretirement Cost (Benefit)

Operating expenses include our combined net pension and
postretirement cost (benefit) of $1,835, $(82) and $(436) in
2003, 2002 and 2001. A decrease in our combined net

pension and postretirement benefit, as happened in 2003
and 2002, causes our operating expense to increase. This

increased expense of approximately $1,917 in 2003 was

primarily due to net investment losses and to pension settle-
ment gains recognized in 2002 and previous years, which

reduced the amount of unrealized gains recognized in 2003.
Four other factors also contributed to our increased

combined net pension and postretirement cost in 2003.
First, this cost increased approximately $343 due to our

decision to lower our expected long-term rate of return on

plan assets from 9.5% to 8.5% for 2003, based on our long-
term view of future market returns. Second, the reduction
of the discount rate used to calculate service and interest

cost from 7.5% to 6.75%, in response to lower corporate

bond interest rates, !ncreased this cost approximately $i63.

: Third, higher-than-expected medical and prescription dr_Jg
claims increased expense approximately $152. Fourth, in

response to rising claim costs, we increased the assumed
medical cost trend rate in 2003 from 8.0% to 9.0% for

retirees 64and under and from 9.0% to 10.0% for retirees

65 and over, trending to an expected increase of 5.0% in

2009 for all retirees, prior to adjustment for cost-sharing
provisions of the medical and dental plans for certain retired

employees. This increase in the medical cost trend rate
increased our combined net pension and postretirement cost

approximately $187. See Note 10 for further detail of our

actuarial estimates of pension and postretirement benefit

expense and actuarial assumptions.
Retirement Offers Operating expenses also include

expenses for enhanced pension and postretirement benefits
of approximately $44, $486 and $173 in 2003, 2002 and 2001
in connection with voluntary enhanced retirement programs

offered to certain management and nonmanagement

employees as part of workforce reduction programs.
In September 2003, the Internal Reven_i_ Service (IRS)

increased the interest rate used to calculate pension plan

lump sums from 4.53% to 5.31%, effective for employees
who retired after September 30, 2003. The increase in this

interest rate resulted in smaller lump sum pensions for some

of our employees. We chose to extend the 4.53% rate to
employees who retired before November 1, 2003. The exten-
sion of this lump sum benefit rate was accounted for as a

special termination benefit and increased our 2003 fourth-

quarter pension benefit expense approximately $28.
Pension Settlement GainsLosses Under U.S. generally

accepted accounting principles (GAAP), on a plan-by-plan

basis, if lump sum benefit payments made to employees
upon termination or 'retirement exceed required thresholds,

we recognize a portion of previously unrecognized pension
gains or losses attributable to that plan's assets and

liabilities. Until 2002, we had an unrecognized net gain,

primarily because our actual investment returns exceeded
our expected investment returns. During 2002 and 2001,

we made lump sum benefit payments in excess of the GAAP
thresholds, resulting in the recognition of net gains,

referred to as "pension settlement gains". We recognized

net pension settlement gains of approximately $29 and
$1,363 in 2002 and 2001. Due to U.S. securities market

conditions, our plans experienced investment losses during
2002 and 2001 resulting in a decline in pension assets,

causing us to have a net unrecognized loss. Net settlement

ga!ns in 2002 include settlement losses during the latter part
of the year, reflecting the continued investment losses

sustained by the plan. Settlement gains for 2001 were
primarily related to a voluntary enhanced pension and
retirement program implemented in October 2000. We

did not recognize any settlement gains or losses in 2003.
Medical Cost Controls As a result of the continued

increase in our combined net pension and postretirement

cost and the costs expected in 2004, discussed in "Operating
Environment and Trends of the Business", we have taken

steps to implement additional cost controls. To reduce the

increased medical costs mentioned above, in January 2003,

we implemented cost-saving design changi_s in our

management medical and dental plans including increased
participant contributions for medical and dental coverage

and increased prescription drug co-payments. These changes

reduced our postretirement cost approximately $229 in 2003.
In early 2004, nonmanagement retirees were notified of

medical coverage changes that will become effective on
January 1, 2005_ These changes include adjustments to

co-pays and deductibles for prescriptio n drugs and a choice of
medical plan coverage between the existing plans, including
monthly contribution provisions or a plan with higher co-pays

and deductibles but no required monthly contribution from

the retiree during 2005. We expect these changes to reduce
2004 expenses in the range of $300 to $600.
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MANAGEMENT'5 DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS IcoNTINUED)
Dollars in millions except per share amounts

2003 Accounting Changes
Directory Accounting Effective January 1, 2003, we

changed our method of recognizing revenues and expenses
related to publishing directories from the "issue basis"
method to the "amortization" method. The issue basis
method recognizes revenues and expenses at the time the
initial delivery of the related directory title is completed.
Consequently, quarterly income tends to vary with the
number and size of directory titles published during a
quarter. The amortization method recognizes revenues and
expenses ratably over the life of the directory title, which is

typically 12 months. Consequently, quarterly income tends to
be more consistent over the course of a year. We decided to
change methods because the amortization method has now
become the more prevalent method used among significant
directory publishers. This change will allow a more meaning-
ful comparison between our directory segment and other
publishing companies (or publishing segments of larger
companies). Our directory accounting change resulted in a
noncash charge of $1,136, net of an income tax benefit of
$714, recorded as a cumulative effect of accounting change
on the Consolidated Statement of Income as of January 1, 2003.
The effect of this change was to increase consolidated
pre-tax income and our directory segment income for 2003
by $80 ($49 net of tax, or $0.01 per diluted share).

FAS 143 On January 1, 2003, we adopted FAS 143,
which sets forth how companies must account for the costs
of removal of long-lived assets when those assets are no
longer used in a company's business, but only if a company
is legally required to remove such assets. FAS 143 requires
that companies record the fair value of the costs of removal
in the period in which the obligations are incurred and
capitalize that amount as part of the book value of the
long-lived asset. In connection with the adoption of FAS 143
on January 1, 2003, we reversed all existing accrued costs
of removal for those plant accounts where our estimated
costs of removal exceeded the estimated salvage value.
The noncash gain resulting from this reversal was $3,684,
net of deferred taxes of $2,249, recorded as a cumulative
effect of accounting change on the Consolidated Statement
of Income as of January 1, 2003. In addition, TDC A/5 (TDC),
the Danish national'communications company in which we
hold an investment accounted for on the equity method,
recorded a loss upon adoption of FAS 143. Our share of that
loss was $7, which induded no tax effect, This noncash
charge of $7 was also recorded as a cumulative effect of
accounting change on the Consolidated Statement of
Income as of January 1, 2003 (see Note 1).

Beginning in 2003, for those types of plant accounts
where our estimated costs of removal exceeded the
estimated salvage value, we now expense all costs of
removal as we incur them (previously those costs had been
recorded in our depreciation rates). As a result, our
depreciation expense will decrease immediately and our
operations and support expense will increase as these
assets are removed from service. The effect of this change
was to increase consolidated pre-tax income and our
wireline segment income for 2003 by $280 ($172 net of
tax, or $0.05 per diluted share). However, over the life of
the assets, total operating expenses recognized under this
new accounting method will be approximately the same

as under the previous method (assuming the cost of removal
would be the same under both methods).

2002 Accounting Change The year 2001 included
amortization expense related to goodwill and Federal
Communications Commission (FCC) wireless licenses now
owned by Cingular Wireless (Cingular). Beginning in 2002,
goodwill and these wireless licenses are no longer being
amortized under FAS 142 (see Note 1).

Interest expense decreased $141, or 10.2%, in 2003 and
$217„or 13.6%, in 2002. The 2003 decrease was primarily

related to lower debt levels, which decreased approximately
$4,102. During 2003 we called, prior ter maturity,
approximately $1,743 of long-term debt obligations.
The 2002 decrease was due to lower composite rates, a
lower outstanding balance of commercial paper and the
elimination of interest expense associated with payables
to Cingular, which was due to a 2001 agreement to net our
notes payable with our notes receivable from Cingular.

Interest income increased $42, or 7.5%, in 2003 and
decreased $121, or 17.7%, in 2002. The increase for 2003
was primarily due to an increase in average investment
balances and from early settlement of our notes receivable
related to our 2002 sale of our investment in Bell Canada
Holdings Inc. (Bell Canada) to BCE, Inc. (BCE), which included

a pre-payment of interest of approximately $37. These
increases were partially offset by a decrease in interest rates
charged to Cingular (see Note 15).The decrease in 2002 was
the result of the reduction of interest income associated
with the reduced balance of notes receivable from Cingular
as a result of the 2001 netting agreement discussed above.

Equity in net income of affiliates decreased $668, or
34.8%, in 2003 and increased $326, or 20.4%, in 2002.
The 2003 decrease was due to lower results from our
international holdings, largely attributable to gains that
occurred in 2002, and foregone equity income from the
disposition of investments. The decrease was also due to
lower 2003 operating results from Cingular. Income from
our international holdings decreased approximately $546
in 2003 compared to 2002. Our proportionate share of
Cingular's results decreased approximately $146 in 2003.

The 2002 increase was due to higher income of
approximately $597 from our inter'national holdings,
primarily due to larger gains in 2002 than in 2001. The
increase was partially offset by a decline in Cingular's
results. Our proportionate share of Cingular's results
decreased approximately $270 in 2002.

We account for our 60% economic interest in Cingular
under the equity method of accounting and therefore
include our proportionate share of Cingular's results in

our equity in net income of affiliates line item in our
Consolidated Statements of Income. Results from our
international holdings are discussed in detail in

"international Segment Results" and Cingular's operating
results are discussed in detail in the "Cingular Segment
Results" section. (Our accounting for Cingular is described
in more detail in Note 6.}

Other income (expense) —net We had other income of
$1,817 in 2003, $734 in 2002 and other expense of $236 in

2001. Results for 2003 include gains of approximately $1,574
on the sale of our interest in Cegetel S.A. (Cegetel) and gains
of $201 on the sales of Yahoo! Inc. (Yahoo} and BCE shares.

MANAGEMENT'SDISCUSSION
FINANCIALCONDITIONAND
Dollarsinmillionsexceptper,shareamounts

AND ANALYSISOF
RESULTSOF OPE.RATIONS(CONTINUED)

2003AccountingChanges
DirectoryAccountingEffectiveJanuary1,2003,we

changedourmethod of recognizing revenues and expenses

related to publishing directories from the "issue basis"
method to the "amortization" method. The issue basis

method recognizes revenues and expenses at the time the
initial delivery of the related directory title is completed.

Consequently, quarterly income tends to vary with the
number and size of directory titles published during a

quarter. The amortization method recognizes revenues and

expenses ratably over the life of the directory title, which is
typically 12 months. Consequently, quarterly income tends to

be more consistent over the course of a year. We decided to
change methods because the amortization method has now

become the more prevalent method used among significant
directory publishers. This changewill allow a more meaning-

ful comparison between our directory segment and other

publishing companies (or publishing segments of larger
companies). Our directory accounting change resulted in a

noncash charge of $1,136, net of an income tax benefit of

$714, recorded as a cumulative effect of accounting change
on the Consolidated Statement of Income as of January 1, 2003.

The effect of this change was to increase consolidated

pre-tax income and our directory segment income for 2003
by $80 ($49 net of tax, or $0.0i per diluted share).

FAS 143 On January 1, 2003, we adopted FAS 143,

which sets forth how companies must account for the costs
of removal of long-lived assets when those assets are no

Iongerused in a company's:business, but only if a company
is legally required to remove such assets. FAS 143 requires
that companies record the fair value of the co_cs of removal

in the period in which the obligations are incurred and

capitalize that amount as part of the book value of the

long-lived asset. In connection with the adoption of FAS 143
on January 1, 2003, we reversed all existing accrued costs
of removal for those plant accounts where our estimated

costs of removal exceeded the estimated salvage value.

The noncash gain resulting from this reversal was $3,684,
net of deferred taxes of $2,249, recorded as a cumulative

effect of accounting change on the Consolidated Statement

of Income as of January 1, 2003. In addition, TI_C A/S (TDC),
the Danish national' communications company in which we

hold an investment accounted for on the equity method,

: recorded a .loss upon adoption of FAS 143. Our share of that
loss was $7, which included no taX effect. This noncash

charge of $7 was also recorded as a cumulative effect of

accounting change on the Consolidated Statement of

Income as of January 1, 2003 (see Note 1).
Beginning in 2003, for those types of plant accounts

where our estimated costs of removal exceeded the
estimated salvage value, we now expense all costs of

removal as we incur them (previously those costs had been

recorded in our depredation rates). As a result, our

depreciation expense will decrease immediately and our
operations and support expense will increase as these

assets are removed from service. The effect of this change
was to increase consolidated pre-tax income and our

wireline segment income for 2003 by $280 ($172 net of

tax, or $0.05 per diluted share). However, over the life of
the assets, total operating expenses recognized under this

new accounting method will be approximately the same

as under the previous method (assuming th e cost of removal
would be the same under both methods).

2002 Accounting Change The year 2001 included

amortizatio0 expense related to goodwill and Federal
Communications Commission (FCC) wireless licenses now

owned by Cingular Wireless (Cingular). Beginning in 2002,
goodwill and these wireless licenses are no longer being

amortized under FAS 142 (see Note 1).
Interest expense decreased $141, or 10.2%, in 2003 and

$217, or 13.6%, in 2002. The 2003 decrease was pr!marily
related to lower debt levels, which decreased approximately

$4,102. During 2003 we called, prior to maturity,
approximately $1,743 of long-term debt obligations.
The 2002 decrease was due to lower composite rates, a

lower outstanding balance of commercial paper and the

elimination of interest expense associated with payables

to Cingular, which was due to a 2001 agreement to net our

notes payable with our notes receivable from Cingular.
Interest income increased $42, or 7.5%, in 2003 and

decreased $!21, or 17.7%, in 2002. The increase for 2003

was primarily due to an increase in average investment
balances and from early settlement of our notes receivable
related to our 2002 sale of our investment in Bell Canada

Holdings Inc. (Bell Canada) to BCE, Inc. (BCE), which included

a pre-payment of interest of approximately $37. These

increases were partially offset by a decrease in interest rates
charged to Cingular (see Note 15). The decrease in 2002 was
the result of the reduction of interest income associated

With the reduced balance of notes receivable from Cingular

as a result of the 2091 netting agreement discussed above.

Equity in net income of affiliates decreased $668, or
34.8%, in 2003 and increased $326, or 20.4%, in 2002.
The 2003 decrease was due to lower results from our

international holdings, largely attributable to gains that

occurred in 2002, and foregone equity income from the

disposition of investments. The decrease was also due to
lower 2003 operating results from Cingular. Income from

our international holdings decreased approximately $546

in 2003 compared to 2002. Our proportionate share of
Cingular's results decreased approximately $1.46 in 2003.

The 2002 increase was due to higher income of

approximately $597 from our international holdings,

primarily due to larger gains in 2002 than in 2001. The
increase was partially offset by a decline in Cingular's

results. Our proportionate share of Cingular's results
decreased approximately $270 in 2002.

We account for our 60% economic interest in Cingular

under the equity method of accounting and therefore

include our proportionate share of Cingular's results in
our equity in net income of affiliates line item in our
Consolidated Statements of Income. Results from our

international holdings are discussed in deta!i in

"international Segment Results" and Cingular's operating

results are discussed in detail in the "Cingular Segment
Results" section. (Our accounting for Cingular is described

in more detail in Note 6.)

Other income (expense) - net We had other income of
$1,817 in 2003, $734 in 2002 and other expense of $236 in

2001. Results for 2003 include gains of approximately $1,574

on the sale of our interest in Cegetel S.A. (Cegetel) and gains
of $201 on the sales of Yahool Inc. {Yahoo) and BCE shares.
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Results for 2002 primarily include gains of approximately
$603 on the redemption of our interest in Bell Canada and
gains of $191 on the sale of shares in equity investments,
consisting of the sale of shares of Telefonos de Mexico, S.A.
de CV. (Telmex), America M6vil S.A. de C.V. (America M6vil)
and Amdocs Limited (Amdocs). These gains and income were
partially offset by a charge of approximately $75 related to
the decrease in value of our investment in WilTel
Communications (WilTel) (formerly Williams Communications
Group Inc.) combined with a loss on the sale of our web-
hosting operations.

Results for 2001 included gains on the full or partial sale of
investments of approximately $476, including our investments
in TransAsia Telecommunications, Smith Security, Amdocs
shares and other investments. An additional increase of $120
resulted from a reduction of a valuation allowance on a note
receivable related to the sale of Ameritech's security monitor-
ing business. The 2001 income and gains were more than
offset by charges and losses, including combined expenses
of approximately $401 related to valuation adjustments of
WilTel and certain other cost investments accounted for under
Financial Accounting Standards Board Statement No. 115,
"Accounting for Certain Investments in Debt and Equity
Securities" (FAS 115).These valuation adjustments resulted
from an evaluation that the decline was other than
temporary. We also recognized a charge of $341 indicated
by a transaction pending as of December 31,2001, to reduce
the direct book value of our investment in Telecom Americas Ltd.
The transaction closed in early 2002. Additionally we
recognized a loss of approximately $61 on the sale of
Ameritech's cable television operations.

Income taxes decreased $54, or 1.8%, in 2003 and $958,
or 24.3%, in 2002. The decrease in income tax in 2003
compared to 2002 was primarily due to lower income before
income taxes and a lower effective tax rate in 2002. The
decrease in income taxes in 2002 compared to 2001 was
primarily the result of lower income and also a lower
effective tax rate. The lower effective tax rate primarily
related to lower state taxes including reductions due to one-
time changes in the legal forms of various entities, increased
realization of foreign tax credits, adoption of FAS 142, and
a tax benefit from a restructuring of certain investments.

Extraordinary item in 2003 included an extraordinary loss
of $7, net of taxes of $4, related to consolidation of real
estate leases under FIN 46 (see Note 1).

Cumulative effect of accounting changes Effective
January 1, 2003, we changed our method of recognizing
revenues and expenses related to publishing directories
from the "issue basis" to the "amortization method". Our
directory accounting change resulted in a noncash charge
of $1,136, net of an income tax benefit of $714, recorded
as a cumulative effect of accounting change on the
Consolidated Statement of Income is of January 1, 2003 (see
"2003 Accounting Changes" above and Note 1).

On January 1, 2003, we adopted FAS 143, which changed
the way we depreciate certain types of our property, plant
and equipment. The noncash gain resulting from adoption
was $3,677, net of deferred taxes of $2,249, recorded as a
cumulative effect of accounting change on the Consolidated
Statement of Income as of January 1, 2003 (see "2003
Accounting Changes" above and Note 1).

On January 1, 2002, we adopted FAS 142. Adoption of
FAS 142 means that we stopped amortizing goodwill, and
at least annually we will test the remaining book value of
goodwill for impairment. Our total cumulative effect of
accounting change from adopting FAS 142 was a noncash
charge of $1,820, net of an income tax benefit of $5,
recorded as of January 1, 2002 (see Note 1).

Segment Results
Our segments represent strategic business units that
offer different products and services and are managed
accordingly. As required by GAAP, our operating segment
results presented in Note 4 and discussed below for each
segment follow our internal management reporting.
Under GAAP segment reporting rules, we analyze our
various operating segments based on segment income.
Interest expense, interest income, other income (expense)—
net and income tax expense are managed only on a total
company basis and are, accordingly, reflected only in
consolidated results. Therefore, these items are not
included in the calculation of each segment's percentage
of our total segment income. We have five reportable

segments that reflect the current management of our
business: (1)wireline; (2) Cingular; (3) directory;
(4) international; and (5) other.

The wireline segment accounted for approximately
65% of our 2003 consolidated segment operating revenues
as compared to 66% in 2002 and 46% of our 2003
consolidated segment income as compared to 51% in 2002.
We operate as both a retail and wholesale seller of
communications services providing landline telecommuni-
cations services, induding local and long-distance voice,
switched access, data and messaging services.

The Cingular segment accounted for approximately 27%
of our 2003 consolidated segment operating revenues as
compared to 26% in 2002 and 12% of our 2003 consolidated
segment income as compared to 11% in 2002. This segment
reflects 100% of the results reported by Cingular, our wireless

joint venture and replaces our previously titled "wireless"

segment, which included 60% of Cingular's revenues and
expenses. Althciugh we analyze Cingular's revenues and
expenses under the Cingular segment, we eliminate the
Cingular segment in our consolidated financial statements.
In our consolidated financial statements, we report our 60%
proportionate share of Cingular's results as equity in net
income of affiliates. Cingular offers both wireless voice and
data communications services across most of the U.S.,
providing cellular and PCS services.

The directory segment accounted for approximately 8%
of our 2003 and 2002 consolidated segment operating
revenues and 26% of our 2003 consolidated segment
income as compared to 21% in 2002. This segment includes
all directory operations, including Yellow and White Pages
advertising and electronic publishing. In the first quarter of
2003 we changed our method of accounting for revenues
and expenses in our directory segment. Results for 2003,
and going forward, will be reported under the amortization
method. This means that revenues and direct expenses are
recognized ratably over the life of the directory title,
typically 12 months. This accounting change will affect only
the timing of the recognition of a directory title's revenues
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Results for 2002 primarily include gains of approximately

$603 on the redemption of our interest in Bell Canada and

gains of $191 onthe sale of shares in equity investments,

Consisting of the sale of shares of Tel_fonos de Mexico, S.A.
de r_V. {Telmex), America Mbvil S.A. de C.V. (America M6vil)

and Amdocs Limited (Amdocs). These gains and income were
partially offset by a charge of approximately $75 related to
the decrease in value of our investment in WilTel

Communications (WilTel) (formerly Williams Communications
Group Inc) combined with a loss on the sale of our web-

hosting operations.
Results for 2001 included gains on the full or partial sale of

investments of approximately $476, including our investments
in TransAsia Telecommunications, Smith Security, Amdocs
shares and other investments. An additional increase of $120
resulted from a reduction of a valuation allowance on a note

receivable related to the sale of Ameritech's security monitor-

ing business. The 2001 income and gains were more than
offset by charges and losses, including combined expenses

of approximately $401 related to valuation adjustments of
WilTel and certain other cost investments accounted for under

Financial Accounting Standards Board Statement No. 115,

"Accounting for Certain Investments in Debt and Equity
Securities" (FAS 115). These valuation adjustments resulted
from an evaluation that the decline was other than

temporary. We also recognized a charge of $341 indicated
by a transaction pending as of December 31, 2001, to reduce
the direct book value of our investment in Telecom Americas Ltd.

The transaction closed in early 2002. Additionally we

recognized a loss of approximately $61 on the sale of
Ameritech's cable television operations.

Income taxes decreased $54, or 1.8%, in 2003 and $958,

or 24.3%, in 2002. The decrease in income tax in 2003

compared to 2002 was primarily due to lower income before
income taxes and a lower effective tax rate in 2002. The

decrease in income taxes in 2002 compared to 2001 was

primarily the result of lower income and also a lower

effective tax rate. The lower effective tax rate primarily

related to lower state taxes including reductions due to one_
time changes in the legal forms of various entities, increased
realization of foreign tax credits, adoption of FAS 142, and

a tax benefit from a restructuring of certain investments.

Extraordinary item in 2003 included an extraordinary loss

of $7, net of _xes of $4, related to consolidation of real
estate leases under FIN 46 (see Note 1).

Cumulative effect of accounting changes Effective
January 1, 2003, we changed our method of recognizing

revenues and expenses related to publishing directories
from the "issue basis" to the "amortization method". Our

directory accounting change resulted in a noncash charge
of $1,136, net of an income tax benefit of $714, recorded

as a cumulative effect of accounting change on the

Consolidated Statement of Income as of January 1, 2003 (see
"2003 Accounting Changes" above and Note 1).

On January 1, 2003, we adopted FAS 143, which changed

the way we depreciate certain types of our property, plant
and equipment. The noncash gain resulting from adoption
was $3,677, net of deferred taxes of $2,249, recorded as a

cumulative effect of accounting change on the Consolidated
Statement of Income as of January 1, 2003 (see "2003

Accounting Changes" above and Note 1).

On January 1, 2002, we adopted FAS 142. Adoption of

FAS 142 means that we stopped amortizing goodwill, and

at least annually we will test the remaining book value of
goodwill for impairment. Our total cumulative effect of

accounting change from adopting FAS 142 was a noncash
charge of $1,820, net of an income tax benefit of $5,

recorded as of January 1, 2002 (see Note 1).

Segment Results

Our segments represent strategic business units that

offer different products and services and are managed
accordingly. As required by GAAP, our operating segment

results presented in Note 4 and discussed below for each
segment follow our internal management reporting.

Under GAAP segment reporting rules, we analyze our
various operating segments based on segment income.

Interest expense, interest income, other income (expense) -

net and income tax expense are managed only on a total
company basis and are, accordingly, reflected only in
consolidated results. Therefore, these items are not

included in the calculation of each segment's percentage

of our total segment income. We have five reportable

segments that reflect the current management of our
business: (1) wireline; (2) Cingular; (3) directory;
(4) international; and (5) other.

The wireline segment accounted for approximately

65% of our 2003 consolidated segment operating revenues
as compared to 66% in 2002 and 46% of our 2003

consolidated segment income as compared to 51% in 2002.

We operate as both a retail and wholesale seller of
communications services providing landline teiecommuni°

cations services, including local and long-distance voice,
switched access, data and messaging services.

The Cingularsegment accounted for approximately 27%
of our 2003 consolidated segment operating revenues as
compared to 26% in 2002 and 12% of our 2003 consolidated

segment income as compared to 11% in 2002. This segment
reflects 100% of the results reported by Cingular, our wireless

joint venture and replaces our previously titled "wireless"

segment, which included 60% of Cingular's revenues and
expenses. Althc_ugh we analyze Cingular's revenues and

expenses under the Cingular segment, we eliminate the

Cingular segment in our consolidated financial statements.

In our consolidated financial statements, we report ou r 60%
proportionate share of Cingular's results as equity in net

income of affiliates. Cingula_ offers both wireless voice and
data communications services across most of the U.S.,

providing cellular and PCS services.

The directory segment accounted for approximately 8%
of our 2003 and 2002 consolidated segment operating
revenues and 26% of our 2003 consolidated segment

income as compared to 21% in 2002. This segment includes

all directory operations, including Yellow and White Pages
advertising and electronic publishing. In the first quarter of

2003 we changed our method of accounting for revenues

and expenses in our directory segment. Results for 2003,

and going forward, will be reported under the amortization
method. This means that revenues and direct expenses are

recognized ratably over the life of the directory title,
typically 12 months. This accounting change will affect only

the timing of the recognition of a directory title's revenues
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATJONS (coNTINUED)
Dollars in million's except per share amounts

and direct expenses. It will not affect the total amounts
recognized for any directory title.

All investments with primarily international operations
are included in the international segment, which accounted
for less than 1% of our 2003 and 2002 consolidated segment
operating revenues and 7% of our 2003 consolidated
segment income as compared to 9% in 2002. Most of our
international interests are accounted for under the equity
method and therefore are reflected in segment income but
not in segment revenue or expense.

The other segment includes all corporate and other
operations as well as the equity income from our investment
in Cingular. Although we analyze Cingular's revenues and
expenses under the Cingular segment, we record equity in

net income of affiliates (from non-international investments)
in the other segment.

The following tables show compone'nts of results of
operations by segment. We discuss significant segment
results following each table. We discuss capital expenditures
for each segment in "Liquidity and Capital Resources".

Wireline

Segment Results
Percent Change

Segment operating revenues
Voice
Data
Long-distance voice
Other

Total Segment Operating Revenues

Segment operating expenses
Cost of sales
Selling, general, and administrative
Depreciation and amortization

Total Segment Operating Expenses

Segment Income

2003

$22,077
10,150

2,561
1,616

36,404

15,805
8,794
7,763

32,362

$4,042

2002

$24,716
9,639
2,324
1.713

38,392

15,536
8,445
8,442

32,423

$5,969

2001

$26,675
9,631
2,436
1,948

40,690

15,788
8,221
8,461

32,470

$8,220

2003 vs.
2002

(107)%
5.3

10.2
(5.7)
(5.2)

1.7
4.1

(8 0)
(0.2)

(32.3)%

20Q2 vs.
2QQ1

(7.3)%
0.1

(4.6)
(12.1)

(5.6)

(1.6)
2.7

(0.2)

(0.1)
(27A)%

Our wireline segment operating income margin was 11.1%
in 2003, compared to 15.5% in 2002 and 20.2% in 2001.
The continued decline in our wireline segment operating
income margin was due primarily to the continued loss of
revenue's from a net decline in retail access lines (as shown
in the following table) from 2002 to 2003 of 3,703,000, or
7.3%, and from 2001 to 2002 of 4,561,000, or 8.2%.This
decline was primarily caused by our providing below-cost
UNE-P lines to competitors. (The UNE-P rules and their
impact are discussed in "Overview" and in Operating

Environment and Trends of the Business". ) Additional factors
contributing to the margin decrease were loss of revenues
from the uncertain U.S. economy, increased competition,
increased combined net pension and postretirement cost,
the cost of our growth initiatives in long-distance and DSL,

and an increase in customers using wireless technology and
'cable instead of phone lines for voice and data. Following
is a summary of our access lines at December 31, 2003,
2002 and 2001:

Access Lines

Percent Change

(in OQQs)

Retail —Consumer
Retail —Business

Retail Sub-total

Percent of total switched access lines

2003

28,842
18,264

47,106
86.1%

20Q2

31,359
19,450

50,809
89.0%

2001

34,517
20,853
55,370

93.0%

2003 vs.
2002

(8.0)%
(6.1)
(7.3)

20Q2 vs.
2QQ1

(9.1)
(6.7)

(8 2)

UNE-P

Resale

Wholesale Sub-total

Percent of total switched access lines

6,664
445

7,109
13.0%

4,963
801

5,7.64

10.1%

2,400 34.3
1,235 (44.4)

. 3 635 23.3
6.1%

(35.1)
58.6

Payphones (retail and wholesale)

Percent of total switched access lines

Total Switched Access Lines

468
0 9%

54,683

510
0.9%

57,083

527
0.9%

59,532

(8.2)

(4.2)%

(3.2)

(4.1)%
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FINANCIAL CONDITION AND RESULTS OF OPERATJONS
Dollars in miliion!; except per share amounts

(CONTINUED)

and direct expenses. It will not affect the total amounts

recognized for any directory title.
All investments with primarily international operations

are included in the international segment, which accounted
for less than 1% of our 2003 and 2002 consolidated segment

operating revenues and 7% of our 2003 consolidated
segment income as compared to 9% in 2002. Most of our
international interests are accounted for under the equity
method and therefore are reflected in segment income but

not in segment revenue or expense;

W/reline

Segment Results

The other segment includes all corporate and other
operations as well as the equity income from our investment

in Cingular. Although we analyze Cingular's revenues and
expenses under the Cingular segment, we record equity in
net income of affiliates (from non-international investments)

in the other segment. ,
The following tables sl_0w components of results of

operations by segment. We discuss significant segment
results following each table. We discuss capital expenditures

for each segment in "Liquidity and Capital Resources ".

Percent Change

2003vs. 2002vs.
2003 2002 2001 2002 2001

Segment operating revenues
Voice
Data

Long-distance voice
Other

$22,077 $24,716 $26,675 (10.7)% (7.3)%
10,150 9,639 9,631 5.3 0.1

2,561 2,324 2,436 10.2 (4.6)

1,616 1,713 1,948 (5.7) (12.1)

(5.2) (5.6)Total Segment Operating Revenues 36,404 38,392 40i690

Segment operating expenses
Cost of sales 15,805 15,536 15,788 1.7 (1.6)

Selling, general.and administrative 8,794 8,445 8,221 4.1 2.7
Depreciation and amortization 7,763 8,442 8,461 (8.0) (0.2)

Total Segment Operating Expenses 32,362 32,423 32,470 (0.2) (0.1)

Segment Income $ 4,042 $ 5,969 $ 8,220 (32.3)% (27.4)%
J

Our wireline segment operating income margin was 11.1%

in 2003, compared to 15.5% in 2002 and 20.2% in 2001.
The continued decline in our wireline segment operating

income margin was due primarily to the continued loss of
revenues from a net decline in retail access lines (as shown

in the following table) from 2002 to 2003 of 3,703,000, or
7.3%, and from 2001 to 2002 of 4,561,000, or 8.2%. This

decline was primadly caused by our providing below-cost

UNE-P lines to competitors. (The UNE-P rules and their

impact are discussed in "Overview" and in "Operating

Environment and Trends of the Business".) Additional factors
contributing to the margin decrease were loss of revenues

from the uncertain U.S. economy, increased competition,

increased combined net pension and postretirement cost,

the cost of our growth initiatives in long-distance and DSL,

and an increase in customers using wireless technology and
'cable instead of phone lines for voice and data. Following

is a summary of our access lines at December 31, 2003,
2002 and 2001:

Access Unes

PercentChange

2003 vs. 2002 vs.

(in 000s) 2003 2002 2001 2002 : 2001

Retail- Consumer 28,842 3i,359 34,517 (8.0)% (9.1)%

Retail - Business 18,264 19,450 20,853 (6.1) (6.7)

Retail Sub-total 47,106 50,809 55,370 (7.3) (8.2)

Percent of total switched access lines 86.1% 89.0% 93.0%

UN E-P 6,664 4,963 2,400 34.3 --
Resale 445 801 1,235 (44.4) (35.1)

Wholesale Sub-total 7,109 5,764 "3,635 23.3 58.6

Percent of total switched access lines 13.0% 10.1% 6.1%

Payphones (retail and wholesale) 468 510 527 (8.2) (3.2)

Percent of total switched access lines 0.9% 0.9% 0.9%

Total Switched Access Lines 54,683 57,083 59,532 (4.2)% (4.1)%
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Total switched access lines in service at December 31, 2003,
declined 4.2%, from 2002 levels. During this same period,
wholesale lines increased 23.3%.The decline in total access
lines reflects the continuing reluctance of U.S. businesses to
increase their workforces, the disconnection of secondary
lines and continued growth in alternative communication
technologies such as wireless, cable and other internet-based
systems. As our ratio of wholesale lines to total access lines
continues to grow, additional pressure will be applied to our
wireline segment operating margin, since the wholesale
revenue we receive is significantly less due to the various
state UNE-P rates, but our cost to service and maintain
wholesale lines is essentially the same as for retail lines.

Total switched access lines in service at December 31, 2002,
declined 4.1%, from 2001 levels. During this same period,
wholesale lines increased by 58.6%.Wholesale lines
represented 10.1% of total access lines at December 31, 2002,
compared to 6.1% of total lines a year earlier.

While retail access lines have continued to decline, the
trend has slowed recently in our West and Southwest
regions reflecting our ability to now offer retail interLATA
(traditional long-distance) service in those regions and the
introduction of bundled offerings in those regions (see

Long-distance voice" below). In late 2003, we began
offering retail interLATA service in our Midwest region (see
our "Operating Environment and Trends of the Business" ).
Retail access lines for the Midwest region have decreased
10.1% since December 31, 2002, compared with declines of
4.9% in the Southwest region and 6.7% in the West region
for the same period. As a result of our launch of interLATA
long-distance service in the Midwest region in late 2003, we
expect that retail access line losses in this region will begin
to moderate somewhat in future periods based on the
experience of our other regions. However, while we
experienced a decrease in UNE-P access line losses in the
fourth quarter of 2003, the expected favorable impact from
offering interLATA long-distance service in the Midwest may
be somewhat mitigated by the UNE-P rates in effect in those
states, which are generally lower than in our other states.
See further discussion of the details of our wireline segment
revenue and expense fluctuations below.

Voice revenues decreased $2,639, or 10.7%, in 2003 and
$1,959, or 73%, in 2002 due primarily to the continued loss
of retail access lines caused by providing below-cost UNE-P

(see the table above). The uncertain U.S. economy and
increased competition, including customers using wireless
technology and cabie instead of phone lines for voice and
data, also contributed to the decline in revenues. The contin-
ued access line declines decreased revenues approximately
$1,416 in 2003 and $1,117 in 2002. A decline in demand for
calling features (e.g., Caller ID and voice mail) decreased
revenues approximately $329 in 2003 and $238 in 2002 due
in part to the access line declines and an uncertain economy.

Pricing responses to competitors'. offerings and regulatory
changes reduced revenue approximately $398 in 2003 and
$7 in 2002. Billing adjustments with our wholesale customers
also decreased revenues approximately $297 in 2003.
Reduced demand for inside wire service agreements
decreased revenues approximately $138 in 2003 and $118 in
2002. Revenue also decreased approximately $210 in 2003
and $75 in 2002 due to an interim California regulatory

order that reduced UNE-P pricing. Revenue from "local plus"
plans (expanded local calling area) declined $92 as more
customers chose broader- long-distance and other bundled
offerings. Payphone revenues decreased approximately $99
in 2003 and $109 in 2002 due to a continued decline in

usage. Reduced demand for voice equipment located on
customer premises decreased revenues approximately $59
in 2003 and $248 in 2002. Revenues also decreased
approximately $34 in 2003 and $86 in 2002 due to the
July 2000 Coalition for Affordable Local and Long Distance
Service (CALLS) order which capped prices for certain services.
Revenue was also lower in 2002 by approximately $117 due
to the June 2001 illinois legislation which increased 2001
revenues. This June 2001 legislation imposed new require-
ments on Illinois telecommunications companies relating
to service standards, service offerings and competitors'
access to our network. Revenue in 2002 was also lower by
approximately $66 due to the reversal of an accrual related
to an FCC rate-related issue which increased 2001 revenue.
Partially offsetting these revenue declines, demand for
wholesale services, primarily UNE-P lines provided to
competitors, increased revenues approximately $478 in

2003 and $200 in 2002.
Revenue also decreased approximately $37 in 2003 and

increased approximately $47 in 2002 due to accruals related
to the 2002 approval by the Texas Public Utility Commission
(TPUC) that allows us to collect higher local rates than we
had previously billed in 32 telephone exchanges (retroactive
to 1999).In 2002, we accrued revenue of $47 in connection
with this issue and accrued an additional $10 in 2003. (These
accruals represent previously earned revenue which we
began collecting in the fourth quarter of 2003 and wiil

continue to prospectively collect. ) In addition to these
accruais, beginning in the fourth quarter of 2002 we began
charging the higher local rates approved by the TPUC on
a going-forward basis. As a result of these higher rates,
revenue increased approximately $15 in 2003 and $3 in

2002. The net effect of the TPUC's 2002 decision was to
decrease revenue approximately $22 in 2003 and increase
revenue approximately $50 in 2002.

Data revenues increased $511, or 5.3%, in 2003 and $8,
or 0.1%, in 2002. The increases are primarily due to
continued growth in DSL, our broadband internet-access
service, which increased approximately $484 in 2003 and
$326 in 2002. The number of DSL lines in service grew to
approximately 3,515,000 in 2003 as compared to 2, 199,000
at the end of 2002 and 1,333,000 at the end of 2001.

Our high-capacity transport services, which include DS1s
and DS3s (types of dedicated high-capacity lines), and SONET

(a dedicated high-. speed solution for multi-site businesses),
represented about 65% of our total data revenues in 2003
and 69% in 2002. Revenue from these high-capacity services
was essentially flat in both 2003 and 2002 as increased
demand was mostly offset by price decreases and volume
discounts to respond to 'competition. These price decreases
also included the impact of the continued implementation
of the 2000 federal CALLS order of approximately $82 in
2003 and $78 in 2002.

2003 data revenues also increased approximately $45 as a
result of a settlement with WorldCom. This increase was
partially offset by approximately $26 related to a prior-year
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Totalswitched access lines in service at December 31, 2003,

declined 4.2%, from 2002 levels. During this same period,

wholesale lines increased 23.3%. The decline in total access

lines reflects the continuing reluctance of U.S. businesses to
increase their workforces, the disconnection of secondary

lines and continued growth in alternative communication
technologies such as wireless, cable and other intemet-based

systems. As our ratio of wholesale lines to total access lines
continues to grow, additional pressure will be applied to our

wireline segmen t operating margin, since the wholesale

revenue we receive is significantly less due to the various
state UNE-P rates, but our cost to service and maintain

wholesale lines is essentially the same as for retail lines.
Total switched access lines in service at December 31, 2002,

declined 4.1%, from 2001 levels. During this same period,

wholesale lines increased by 58.6%. Wholesale lines
represented 10.1% of total access lines at December 31, 2002,

compared to 6.1% of total lines a year earlier.
While retail access lines have continued to decline, the

trend has slowed recently in our West and Southwest

regions reflecting our ability to now offer retail interLATA
(traditional long-distance) service in those regions and the

introduction of bundled offerings in those regions (see

"Long-distance voice" below). In late 2003, we began
offering retail interLATA service in our Midwest region (see

our "Operating Environment and Trends of the Business"}.
Retail access lines for the Midwest region have decreased

10.1% since December 31, 2002, compared with declines of
4.9% in the Southwest region and 6.7% in the West region

for the same period. As a result of our launch of interLATA

long-distance service in the Midwest region in late 2003, we
expect that retail access line losses in this region will begin

to moderate somewhat in future periods based on the
experience of our other regions. However, while we

experienced a decrease in UNE-P access line losses in the

fourth quarter of 2003, the expected favorable impact from
offering interLATA long-distance service in the Midwest may

be somewhat mitigated by the UNE-_P rates in effect in those

states, which are generally lower than in our other states.
See further discussion of the details of our wireline segment

revenue and expense fluctuations below.
Voice revenues• decreased $2,639, or 10.7%, in 2003 and

$1,959, or 7.3%, in 2002 due primarily to the continued loss
of retail access lines catJsed by providing below-cost UNE-P

(see the table above}. The uncertain U.S. economy and
increased competition, including customers using wireless
technology and cable instead of phone lines for voice and

data, also contributed to the decline in revenues. The contin-

ued access line declines decreased revenues approximately
:$1,416 in 2003 and $1,117 in 2002. A decline in demand for

calling features (e.g., Caller ID and voice mail) decreased

revenues approximately $329 in 2003 and $238 in 2002 due
in part to the access line declines and an uncertain economy.

Pricing responses to competitors' offerings and regulatory
changes reduced revenue approximately $398 in 2003 and

$7 in 2002. Billing adjustments with our wholesale customers

also decreased revenues approximately $297 in 2003.

Reduced demand for inside wire service agreements
decreased revenues approximately $138 in 2003 and $118 in
2002. Revenue also decreased approximately $210 in 2003

and $75 in 2002 due to an interim California regulatory

order that reduced UNE-P pricing. Revenue from "local plus"

plans (expanded local calling area) declined $92 as more
customers chose broader Iong_istance and other bundled
offerings. Payphone revenues decreased approximately $99

in 2003 and $109 in 2002 due to a continued decline in

usage. Reduced demand for voice equipment located on
customer premises decreased revenues approximately $59

in 2003 and $248 in 2002. Revenues also decreased
approximately $34 in 2003 and $86 in 2002 due to the

July 2000 Coalition for Affordable Local and Long Distance
Service (CALLS) order which capped prices for certain services.

Revenue was also lower in 2002 by approximately $117 due

to the June 2001 Illinois legislation which increased 2001

revenues. This June 2001 legislation imposed new require-
ments on Illinois telecommunications companies relating

to service standards, service offerings and (:ompetitors'

access to our networ k . Revenue in 2002 was also lower by
approximately $66 due to the reversal of an accrual related
to an FCC rate-related issue which increased 2001 revenue.

Partially offsetting these revenue declines, demand for

wholesale services, primarily UNE-P lines provided to
competitors, increased revenues approximately $478 in
2003 and $200 in 2002.

Revenue also decreased approximately $37 in 2003 and

increased approximately $47 in 2002 due to accruals related

to the 2002 approval by the Texas Public Utility Commission

(TPUC) that allows us to collect higher local rates than we
had previously billed in 32 telephone exchanges (retroactive
to 1999). In 2002, we accrued revenue of $47 in connection
with this issue and accrued an additional $10 in 2003. (These

accruals represent previously earned revenue which we
began collecting in the fourth quarter of 2003 and will

continue to prospectively collect.) In addition to these
accruals, beginning in the fourth quarter of 2002 we began

charging the higher local rates approved by "the TPUC on

a going-forward basis. As a result of these higher rate s,
revenue increased approximately $15 in 2003 and $3 in
2002. The net effect of the TPUC's 2002 decision was to

decrease revenue approximately $22 in 2003 and increase
revenue approximately $50 in 2002.

Data revenues increased $511, or 5.3%, in 2003 and $8,

or 0.1%, in 2002. The increases are primarily due to
continued growth in DSL, our broadband intemet-access

service, which increased approximately $484 in 2003 and

$326 in 2002. The number of DSL lines in service grew to
approximately 3,5i5,000 in 2003 as compared to 2,199,000
at the end of 2002 and 1,333,000 at the end of 2001.

Our high-capacity transport services, which include DSls

and DS3s (types of dedicated high-capacity lines), and SONET

(a dedicated high,speed solution for multi-site businesses},

represented about 65% of our total data revenues in 2003
and 69% in 2002. Revenue from these high-capacity services

was essentially flat in both 2003 and 2002 as increased

demand was mostly offset by price decreases and volume

discounts to respond to competition. These price decreases
also included the impact of the continued implementation

of the 2000 federal CALLS order of approximately $82 in
2003 and $78 in 2002.

2003 data revenues also increased approximately $45 as a
result of a settlement with WorldCom. This increase was

partially offset by approximately $26 related to a prior-year
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WorldCom settlement, which increased 2002 revenue. In
2002, our e-commerce revenues increased approximately
$152, primarily due to our 'acquisition of Prodigy
Communications Corp. (Prodigy) in late 2001.The 2002
increases in data transport and e-commerce were virtuaily
offset by a decrease of approximately $537 in revenues from
data e'quipment sales and network integration services.

Long&istance voice revenues increased $237, or 10.2o/o,

in 2003 and decreased $112, or 4.6o/o, in 2002. The 2003
increase was primarily driven by increased sales of combined
long-distance and local calling fixed-fee offerings (referred
to as bundling) in our West and 5outhwest regions as well
as strong early results in the Midwest, where we launched
long-distance service in late September and October 2003.
Retail interLATA long-distance (traditional long-distance)
revenues increased approximately $385 reflecting our ability
to now offer nationwide long-distance services. In addition
to our previous entries into the Arkansas, Kansas, Missouri,
Oklahoma and Texas (collectively, our "Southwest" region)
and Connecticut long-distance markets, we entered the
long-distance markets in California in December 2002,"

Nevada in April 2003 (both, our "West region); Michigan
in late September 2003 and, most recently, illinois, Indiana,
Ohio and Wisconsin (all five, our "Midwest" region) in
late October 2003. Also contributing to the. increase was
continuing growth in our international calling bundles and our
business long-distance service. Our retail international long-
distance revenue increased approximately $112due to higher
call volumes that originate or terminate internationally.

Partially offsetting these increases was a decline of
approximately $286 in retail infraLATA long-distance (local
toll) revenues. The decrease in intraLATA revenues is due to
access line losses, a decline in minutes of use and price
decreases caused by increased competition and our fixed-fee
bundling packages. IntraLATA revenues declined approxi-
mately $106 due to access line losses. Market-driven price
reductions decreased intraLATA revenues approximately
$53.The remainder of the intraLATA revenue decline was
primarily due to decreases in billed intraLATA minutes of
use. The decline in usage mainly related to the inrreased
sales of our fixed-fee bundles, which do not separately
bill minutes of use. We expect these declining intraLATA
revenue trends to continue.

The 2002 decrease in long-distance revenue was due to a
decrease of approximately $381 in retail intraLATA revenues
primarily due to increased competition throughout our
13-state area. We were required to open our markets to
competition in order to gain approval to offer interLATA
long-distance service. The decline in local toll revenues was
only partially offset by increases in long-distance revenues in
the six states where we were authorized to offer interLATA
long-distance services for virtually all of 2002. In particular,
intraLATA minutes of use declined approximately 19.6o/o,

which decreased revenues approximately $171. IntraLATA
revenues also decreased approximately $85 resulting from
access lin'e losses. Partially offsetting the intraLATA revenue
decline was an increase in retail interLATA revenues of
approximately $155, resulting from our 2001 entries into the
Arkansas, Kansas, Missouri and Oklahoma long-distance
markets in addition to our previous entries into the Texas
and Connecticut markets.

Revenue from wholesale long-distance services provided
to Cingular, under a 2002 related-party agreement,
increased approximately $24 in 2003 and $114during 2002.
However, this did not have a material impact on our net
income as the long-distance revenue was mostly offset when
we recorded our share of equity income from Cingular.

Other operating revenues decreased $97, or 5.7o/o, in
2003 and $235, or 12.1o/o, in 2002. Revenue from directory
and operator assistance, billing and collection services
provided to other carriers, wholesale and other miscella-
neous products and services decreased approximately
$119 in 2003 and $127 in 2002. Various one-time billing
adjustments decreased revenues approximately $75 in 2003
and $49 in 2002, and adjustments to our deferred activation
revenues decreased revenues $77 in 2002. Partially offsetting
these decreases, price increases, primarily in directory
assistance, increased revenue approximately $38 in 2003
and $63 in 2002. In addition, commissions paid by Cingular
for wireless sales from SBC sources increased revenue
approximately $55 in 2003 and $7 in 2002. Recognition of
wireline deferred activation fees also increased revenues
approximately $7 in 2003.

Cost of sales expenses increased $269, or 1.7'/o, in 2003
and decreased $252, or 1.6/o, in 2002. Cost of sales consists
of costs we incur to provide our products and services,
including costs of operating and maintaining our networks.
Costs in this category include our repair technicians and
repair services, network planning and engineering, operator
services, information technology, property taxes related to
elements of our network, and payphone operations.
Pension and postretirement costs are also included to the
extent that they are allocated to our network labor force
and other employees who perform the functions listed in

this paragraph.
Our combined net pension and postretirement cost

(which includes certain employee-related benefits) increased
approximately $824 in 2003 and $1,307 in 2002 due to
enhanced termination benefits, net investment losses,
varying levels of net settlement gains ($0 in 2003, $19 in
2002 and $807 in 2001), the effect of previous recognition
of pension settlement gains reducing the amount of
unrealized gains recognized in the current year, a lower
assumed long-term rate of return on plan assets and a
reduction in the discount rate (see Note 10).Salary and
wage merit increases and other bonus accrual adjustments
increased expense approximately $508 in 2003 and $175 in
2002. Wage increases in 2002 were partially offset by
termination of most management vacation carry-over
policies and reduction of employee bonuses. Reciprocal
compensation expense (fees paid to connect calls outside
our network) for our long-distance lines increased
approximately $248 in 2003 and $134 in 2002 due to a
significant increase in minutes used from additional long-
distance customers since we began service in California, and
to the increased sales of fixed-fee plans with unlimited
usage. Costs associated with equipment sales and related
network integration services increased approximately $77
in 2003, compared to a decrease of $652 in 2002, which
was primarily due to previous efforts to de-emphasize
low-margin equipment sales.
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WorldCom settlement, which increased 2002 revenue. In

2002, our e-commerce revenues increased approximately
$152, primarily due to our acquisition of Prodigy

Communications Corp. (Prodigy) in late 2001. The 2002

increases in data transport and e-commerce were virtually
()ffset by a decrease of approximately $537 in revenues from

data equipment sales and network integration services.
Long-distance voice revenues increased $237, or 10.2%,

in 2003 and decreased $112, or 4.6%, in 2002. The 2003

increase was primarily driven by increased sales of combined

long-distance and local calling fixed-fee offerings (referred

to as bundling) in our West and Southwest regions as well
as strong early results in the Midwest, where we launched

long-distance service in late September and October 2003.

Retail interLATA long-distance (traditional long-distance)
revenues increased approximately $385 reflecting our ability

to now offer nationwide long-distance services. In addition
to our previous entries into the Arkansas, Kansas, Missouri,
Okiahoma and Texas (collectively, our "Southwest" region)

and Connecticut long-distance markets, we entered the

long-distance markets in California in December 2002;

Nevada in April 2003 (both, our "West" region); Michigan
in I.ate September 2003 and, most recently, Illinois, Indiana,
Ohio and Wisconsin (all five, our "Midwest" region) in

late October 2003. Also contributing to thejncrease was

continuing growth in our international calling bundles and our

business long-distance service. Our retail international long-
distance revenue increased approximately $112 due to higher

call volumes that originate or terminate internationally.
Partially offsetting these increases Was a decline of

approximately $286 in retail in_raLATA long-distance (local
toll) revenues. The decrease in intraLATA revenues is due to

access line losses, a decline in minutes of use and price
decreases caused by increased competition and our fixed-fee

bundling packages. IntraLATA revenues declined approxi-

_mately $106 due to access line losses. Market-driven price
reductions decreased intraLATA revenues approximately
$53. The remainder of the intraLATA revenue decline was

primarily due to decreases in billed intraLATA minutes of

use. The decline in usage mainly related to the increased
sales of our fixed-fee bundles, which do not separately

bill minutes of use. We expect these declining intraLATA
revenue trends to continue.

The 2002 decrease in long-distance revenue was due to a

decrease of approximately $381 in retail intraLATA revenues
primarily due to increased competition throughout our

13-state area. We were required to open our markets to

competition in order to gain approval to offer interLATA
long-distance service. The decline in local toll revenues was

only partially offset by increases in long-distance revenues in
the six states where we were authorized to offer interLATA

long-distance services for virtually all of 2002. In particular_

intraLATA minutes of use declined approximately ! 9.6%,
which decreased revenues approximately $171. IntraLATA

revenues also decreased approximately $85 resulting from

access line losses. Partially offsetting the intraLATA revenue
decline was an increase in retail interLATA revenues of

approximately $155, resulting from our 2001 entries into the

Arkansas, Kansas, Missouri and Oklahoma long-distance
markets in addition to our previous entries into the Texas
and Connecticut markets.

Revenue from wholesale long-distance services provided

to Cingular, under a 2002 related-party agreement,
increased approximately $24 in 2003 and $114 during 2002.
However, this did not have a material impact on our net

income as the long-distance revenue was mostly offset when

we recorded our share of equity income from Cingular.
Other operating revenues decreased $97, or 5.7%, in

2003 and $235, or 12.1%, in 2002. Revenue from directory

and operator assistance, billing and collection services

provided to other carriers, wholesale and other miscella-
neous products and services decreased approximately

$119in 2003 and $127 in 2002. Various one-time billing
adjustments decreased revenues approximately $75 in 2003

and $49 in 2002, and adjustments to our deferred activation

revenues decreased revenues $77 in 2002. Partially offsetting
these decreases, price increases, primarily in directory

assistance, increased revenue approximately $38 in 2003

and $63 in 2002. in addition, commissions paid by Cingular
for wireless sales from SBC sources increased revenue

approximately $55 in 2003 and $7 in 2002. Recognition of
wireline deferred activation fees also increased revenues

approximately $7 in 2003.
Cost of sales expenses increased $269, or 1.7%, in 2003

and decreased $252, or 1.6%, in 2002. Cost of sales consists

of costs we incur to provide our products and services,
including costs of operating and maintaining our networks.

Costs in this category include our repair technicians and

repair services, network planning and engineering, operator
services, information technology, property taxes related to

elements of our network, and payphone operations.
Pension and postretirement costs are also included to the

extent that they are allocated to our network labor force
and other employees who perform the functions listed in

this paragraph.

Our combined net pension and postretirement cost
(which includes certain employee-related benefits) increased

approximately $824 in 2003 and $1,307 in 2002 due to
enhanced termination benefits, net investment losses,

varying levels of net settlement gains ($0 in 2003, $19 in

2002 and $807 in 2001), the effect of previous recognition

of pension settlement gains reducing the amount of

unrealized gains recognized in the current year, a lower
assumed long-term rate of return on plan assets and a

reduction in the discount rate (see Note 10). Salary and

wage merit increases and other bonus accrual adjustments
increased expense approximately $508 in 2003 and $175 in

2002. Wage increases in 2002 were partially offset by
termination of most management vacation carry-over

policies and reduction of employee bonuses. Reciprocal

compensation expense (fees paid to connect Calls outside
our network) for our long-distance lines increased

approximately $248 in 2003 and $134 in 2002 due to a

significant increase in minutes used from additional long-

distance customers since we began service in California, and
to the increased sales of fixed-fee plans with unlimited

usage. Costs associated with equipment sales and related

network integration services increased approximately $77
in 2003, compared to a decrease of $652 in 2002, which

was primarily due to previous efforts to de-emphasize
low-margin equipment sales.
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Partially offsetting the increases, lower employee levels
decreased expenses, primarily salary and wages,
approximately $312 in 2003 and $559 in 2002. Expenses
decreased approximately $221 in 2003 due to lower
severance accruals, after increasing approximately $114 in

2002. Other employee-related expenses including travel,
training and conferences decreased approximately $34 in

2003 and $143 in 2002.
Nonemployee-related expenses such as contract services,

agent commissions and materials and supplies costs
decreased approximately $545 in 2003 and $424 in 2002.
Reciprocal compensation expense related to our wholesale
lines decreased approximately $212 in 2003 as the lower
rates that we have negotiated with other carriers have more
than offset the growth in minutes that our customers have
used outside of our network. In 2002, reciprocal compensa-
tion expense on our wholesale lines increased approximately
$44 primarily due to growth in wireless and competitors'
local exchange carrier minutes of use on our network.

Expenses decreased approximately $48 in 2002 due
primarily to one-time expenses incurred in 2001 to
implement the Illinois legislation discussed in "Voice"
revenues above. Expenses also decreased approximately
$200 in 2002 due to costs recorded in 2001 from a
settlement with the illinois Commerce Commission related
to a provision of the Ameritech merger. The amount
represents an estimate of all future cost savings to be
shared with our Illinois customers.

Selling, general and administrative expenses increased
$349, or 4.1%, in 2003 and $224, or 2.7%, in 2002. Selling,
general and administrative expenses consist of our provision
for uncollectible accounts, advertising costs, sales and
marketing functions, including our retail and wholesale
customer service centers, centrally managed real estate costs,
including maintenance and utilities on all owned and leased
buildings, credit and collection functions and corporate
overhead costs, such as finance, legal, human resources and
external affairs. Pension and postretirement costs are also
included to the extent they relate to employees who
perform the functions listed in this paragraph.

Salary and wage merit increases and other bonus accrual
adjustments increased expenses approximately $470 in 2003
and decreased expenses by approximately $6 in 2002.
Wage increases in 2002 were more than offset by termina-
tion of most management vacation carry-over policies and
reduction of employee bonuses. Our combined net pension
and postretirement cost (which includes certain employee-
related benefits) increased approximately $404 iri 2003 and

$644 in 2002, due to enhanced termination benefits, net
investment losses, varying levels of net settlement gains

($0 in 2003, $9 in 2002 and $397 in 2001), the effect of
previous recognition of pension settlement gains reducing
the amount of unrealized gains recognized in the current

year, a lower assumed long-term rate of return on plan
assets and a reduction in the discount rate (see Note 10),
Advertising expense increased approximately $368 in 2003
and $94 in 2002, primarily driven by our launch of long-

distance service in new markets and bundling initiatives.

In 2004, we expect advertising to remain flat from 2003
levels even as we promote the launch of interLATA long-

distance service in all five Midwest states, which began
in late 2003.

Our provision for uncollectible accounts decreased
approximately $479 in 2003 as we experienced fewer losses

from our retail customers and a decrease in bankruptcy
filings by our wholesale customers. Contributing to this
decrease in 2003 was the 2003 reversal of WorldCom bad
debt reserves of $86 as a result of a settlement reached with
WorldCom (see "Other Business Matters" ).Year-over-year
comparisons were also affected by our recording in 2002
of an additional bad debt reserve of $125 as a result of the
WorldCom bankruptcy filing.

Lower severance accruals decreased expenses approxi-
mately $148 in 2003 and higher accruals increased expenses

by approximately $49 in 2002. Additionally, lower employee
levels decreased expenses, primarily salary and wages,
approximately $121 in 2003 and $165 in 2002. Other
employee-related expenses including travel, training and
conferences decreased approximately $23 in 2003 and $127
in 2002. Other nonemployee-related expenses such as
contract services, agent commissions and materials and

supplies costs also decreased approximately $120 in 2003
and $177 in 2002.

Expenses decreased approximately $86 in 2002 due
primarily to one-time expenses incurred in 2001 to
implement the illinois legislation discussed in '*Voice"

revenues above.
Depreciation and amortization expenses decreased $679,

or 8.0%, in 2003 and $19, or 0.2%, in 2002. The change in

our depreciation rates when we adopted FAS 143 decreased
expenses approximately $340 in 2003. Reduced capital
expenditures accounted for the remainder of the decrease.
In 2002, amortization decreased approximately $161 as
goodwill was no longer' amortized in accordance with FAS

142 (see Note 1) which more than offset increased expense
primarily related to amortization of software.
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Partially offsetting the increases, lower employee levels

decreased expenses, primarily salary and wages,
approximately $312 in 2003 and $559 in 2002. Expenses

decreased approximately $22.1 in 2003 due to lower
severance accruals, after increasing approximately $114 in

2002. Other employee-related expenses including travel,
training and conferences decreased approximately $34 in
2003 and $143 in 2002.

Nonemployee-related expenses such as contract services,
agent commissions and materials and supplies costs
decreased approximately $545 in 2003 and $424 in 2002.

Reciprocal compehsation expense related to our wholesale

lines decreased approximately $212 in 2003 as the lower
rates that we have negotiated with other carriers have more

than offset the growth in minutes that our customers have
used outside of our network. In 2002, reciprocal compensa _

tion expense on our wholesale lines increased approximately

$44 primarily due to growth in wireless and competitors'
local exchange carrier minutes of use on our network.

Expenses decreased approximately $48 in 2002 due
primarily to one-time expenses incurred in 2001 to
implement the Illinois legislation discussed in "Voice"
revenues above. Expenses also decreased approximately

$200 in 2002 due to costs recorded in 2001 from a
settlement with the Illinois Commerce Commission related

to a provision of the Ameritech merger. The amount
represents an estimate of all future cost savings to be
shared with our Illinois customers.

Selling, general and administrative expenses increased

$349, or 4.1%, in 2003 and $224, or 2.7%, in 2002. Selling,
general and administrative expenses consist of our provlsion

for uncollectible accounts, advertising costs, sales and
marketing functions, including our retail and wholesale

customer service centers, centrally managed real estate costs,

including maintenance and utilities on all owned and leased

buildings, credit and collection functions and corporate
overhead costs, such as finance, legal, human resources and

external affairs. Pension and postretirement costs are also

included to the extent they relate to employees who
perform the functions listed in this paragraph.

Salary and wage merit increases and other bonus accrual
adjustments increased expenses approximately $470 in 2003

and decreased expenses by approximately $6 in 2002.

Wage increases in 2002 were more than offset by termina-
tion of most management vacation carry-over policies and

reduction of employee bonuses. Our combined net pension

and postretirement cost (which includes certain employee-
related benefits) increased approximately $404 in 2003 and

$644 in 2002, due to enhanced termination benefits, net

investment losses, varying levels of net settlement gains

($0 in 2003, $9 in 2002 and $397 in 2001}, the effect of
previous recognition of pension settlement gains reducing
the amount of unrealized gains recognized in the current

year, a lower assumed long-term rate of return on plan
assets and a reduction in the discount rate (see Note 10).

Advertising expense increased approximately $368 in 2003
and $94 in 2002, primarily driven by our launch of long-

distance service in new markets and bundling initiatives. :

In 2004, we expect advertising to remain flat from 2003

levels even as we promote the launch of interLATA long-
distance service in all five Midwest states, which began

in late 2003.

Our provision for uncollectible accounts decreased
approximately $479 in 2003 as we experienced fewer losses

from our retail customers and a decrease in b_nkruptcy
filings by our wholesale customers. Contributing to this
decrease in 2003 was the 2003 reversal of WorldCom bad

debt reserves of $86 as a result of a settlement reached with

WorldC0m (see "Other Business Matters"). Year-over-year

comparisons were also affected by our recording in 2002
of an additional bad debt reserve of $125 as a result of the

WorldCom bankruptcy filing.

Lower severance accruals decreased expenses approxi-

mately $148 in 2003 and higher accruals increased expenses
by approximately $49 in 2002. Additionally, lower employee

levels decreased expenses, primarily salary and wages,
approximately $121 in 2003 and $165 in 2002. Other

employee-related expenses including travel, training and
conferences decreased approximately $23 in 2003 and $127

in 2002. Other nonemployee-related expenses such as

contract services, agent commissions and materials and
supplies costs also decreased approximately $120 in 2003
and $177 in 2002.

Expenses decreased approximately $86 in 2002 due

primarily to one-time expenses incurred in 2001 to

implement the Illinois legislation discussed in "Voice"
revenues above.

Depreciation and amortization expenses decreased $679,

or 8.0%, in 2003 and $19, or 0.2%, in 2002. The change in

our depreciation rates when we adopted FAS i43 decreased
expenses approximately $340 in 2003. Reduced capital _

expenditures accounted for the remainder Of the decrease.
In 2002, amortization decreased approximately $161 as

goodwill was no longer amortized in accordance with FAS
142 (see Note 1) which more than offset increased expense

primarily related to amortization of software.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
F IN AN C IAL COND IT ION AN'D RES ULTS 0 F OPERATIONS (CONTINUED)
Dollars in millions except per share amounts

Cingular

Segment Results

Percent Change

Segment operating revenues
Service
Equipment

Total Segment Operating Revenues

Segment operating expenses
Cost of services and equipment sales
Selling, general and administrative
Depreciation and amortization

Total Segment Operating Expenses

Segment Operating Income

Interest Expense

Equity in Net Income (Loss) of Affiliates

Other, net
Segment Income

2003

$14,223
1,260

15,483

5,683
5,422
2,089

13,194
2,289

856

(323)
(60)

$1,050

2002

$13,922
981

14,903

5,106
5,426
1,850

12,382

2,521

911
(265)

(94)

$1,251

2001

$13,229
1,039

14,268

4,564
5,235
1,921

11,720

2,548
822

(68)

$1,700

2003 vs.
2002

2.2%
28.4
3.9

11.3
(0.1)
12.9
6.6

(9.2)
(6.0)

(2'I.9)
36.2

(16.1)%

2002 vs.
2001

5.2ojo

(5.6)
4.5

11.9

(3 /)

5.6
(1 1)
10.8

(26.4)%

We account for our 60% economic interest ih Cingular
under the equity method of accounting in our consolidated
financial statements since we share control equally (i.e.
50/50) with our 40% economic partner in the joint venture.
We have equal voting rights and representation on the
board of directors that controls Cingular. This means that
our consolidated reported results include Cingular's results
in the "Equity in Net Income of Affiliates" line. However,
when analyzing our segment results, we evaluate Cingular's
results on a stand-alone basis. Accordingly, in the segment
table above, we present 100% of Cingular's revenues and
expenses under "Segment operating revenues" and
"Segment operating expenses". (Beginning with 2003, the
Cingular segment replaces our previously titled "wireless"
segment, which included 60% of Cingular's revenues and
expenses. ) Including 100% of Cingular's results in our
segment operations (rather than 60% in equity in net income
of affiliates) affects the presentation of this segment's
revenues, expenses, operating income, nonoperating items
and segment income, but does not affect our consolidated
reported net income. We are currently evaluating how the
provisions of FIN 46 will affect our accounting for Cingular.
FIN 46 will apply to our investment in Cingular starting with
its 2004 first-quarter results (see Note 1).

On February 17, 2004, Cingular announced an agreement
to acquire AT&T Wireless Services Inc. (AT&T Wireless). See
"Other Business Matters" for more details.

The FCC adopted rules allowing customers to keep their
wireless number when switching to another company
(generally referred to as "number portability" ).The FCC rules
requiring number portability were effective on November 24,
2003. For 2003 these rules had a minor impact on Cingular's
customer turnover ("churn") rate. During 2003 Cingular's
cellular/PCS (wireless) churn was 2.7%, a slight improvement
from the 2.8% churn from 2002. Cingular has incurred costs
directed toward implementing these rules and minimizing
customer chum and expects these costs, consisting primarily
of handset subsidies, selling costs and greater staffing of

customer care centers, to continue to increase during 2004.
To the extent wireless industry churn remains higher than in
the past; Cingular expects those costs to increase.

Cingular's wireless networks use equipment with digital
transmission technologies known as Global System for
Mobile Communication (GSM) technology and Time Division
Multiple Access (TDMA) technology. Cingular substantially
completed upgrading its existing TDMA markets to use GSM
technology in order to provide a common voice standard.
Cingular's GSM network now covers approximately 93% of
Cingular's population of potential customers (referred to in
the media as "POPs") in areas Cingular provides wireless
service. Also, Cingular is adding high-speed technologies for
data services known as General Packet Radio Services (GPRS)
and Enhanced Data Rates for GSM Evolution (EDGE).

In August 2003, Cingular agreed to purchase from
NextWave Telecom, Inc. (NextWave) FCC licenses for wireless
spectrum in 34 markets for $1,400. See "Expected Growth
Areas" for more detail.

Our Cingular segment operating income margin was
14.8% in 2003, 16.9% in 2002 and-17. 9% in 2001; The lower
2003 margin was caused by a number of factors. Cingular's
operating expenses increased primarily due to acquisition
costs related to higher customer additions, and extensive
customer retention and customer service initiatives in

anticipation of number portability. Network operating costs
also increased due to ongoing growth in customer usage
and incremental costs related to Cingular's GSM network
upgrade. Only partially offsetting these expense increases
were modest revenue growth and slightly decreased costs
in other areas, including prior and ongoing system and
process consolidations. At December 31, 2003, Cingular had
approximately 24 million wireless customers, as compared
to 21.9 million at December 31, 2002 and 21.6 million at
December 31,2001.

Cingular's 2002 slight decline in segment operating
income margin of 1.0%, as compared to 2001, was primarily
due to the higher network costs due to increased network
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Cingular

Segment Results

Percent Change

2003 vs. 2002 vs.
2003 2002 2001 2002 2001

Segment operating revenues
Serv_'ce $14,223 $13,922 $13,229 2.2% 5.2%

Equipment . 1,260 981 1,039 28.4 (5.6)

Total Segment Operating Revenues 15,483 14,903 14,268 3.9 4,5

Segment operat!ng expenses
Cost of services and equipment sales 5,683 5,106 4,564 11.3 11.9

Selling, general and administrative 5,422 5,426 5,235 (0.1) 3.6
Depreciation and amortization 2,089 1,850 1,921 12.9 (3.7)

Total Segment Operating Expenses 13,194 12,382 11,720 6.6 5.6

Segment Operating Income 2,289 2,521 2,548 (9.2) (1.1)

Interest Expense 856 911 822 (6.0) 10.8

Equity in Net Income (Loss) of Affiliates (323) (265) (68) (21.9) m

Other, net (60) (94) 42 36.2

Segment Income $ 1,050 $ 1,251 $ 1,700 (16.1)% (26.4)%

We account for our 60% economic interest in Cingular
under the equity method of accounting in our consolidated

financial statements since we share control equally (i.e.
50/50) with our 40% economic partner in the joint venture.

We have equal voting rights and representation on the
board of directors that controls Cingular. This means that

our consolidated reported results include Cingular's results

in the "Equity in Net Income of Affiliates" line. However,

when analyzing our segment results, we evaluate Cingular's
results on a stand-alone basis. Accordingly, in the segment

table above, we present 100% of Cingular's revenues and

expenses under "Segment operating revenues" and
"Segment operating expenses". (Beginning with 2003, the

Cingular segment replaces our previously titled ,wireless"

segment, which included 60% of Cingular's revenues and
expenses.) Including 100% of Cingular's results in our

segment operations (rather than 60% in equity in net income
of affiliates) affects the presentation of this segment's

revenues, expenses, operating income, n0noperating items

and segment income, but does not affect our consolidated

reported net income. We are currently evaluating how the

provisions of FIN 46 will affect our accounting for Cingular.
FIN 46 will apply tO our investment in Cingular starting with

its 2004 first-quarter results (see Note 1).
On February 17, 2004, Cingular announced an agreement

to acquire AT&T Wireless Services Inc (AT&T Wireless). See
"Other Business Matters" for more details.

The FCC adopted rules allowing customers to keep thei r
Wireless number when switching to another company

(generally referred to as "number portability"). The FCC rules
requiring number portability were effective on November 24,

2003. For 2003 these rules had a minor impact on Cingular's

customer turnover ("chum") rate. During 2003 Cingular's
cellular/PCS (wireless) churn was 2.7%, a slight improvement

from the 2.8% churn from 2002. Cingular has incurred costs

directed toward implementing these rules and minimizing
Customer chum and expects these costs, consisting primarily

of handset subsidies, selling costs and greater staffing of

customer care centers, to continue to increase during 2004.

To the extent wireless industry churn remains higher than in
the past, Cingular expects those costs to increase.

Cingular's wireless networks use equipment with digital

transmission technologies known as Global System for
Mobile Communication (GSM) technology and Time Division

Multiple Access (TDMP0 technology. Cingular substantially

completed upgrading its existing TDMA markets to use GSM
technology in order to provide a common voice standard.

Cingular's GSM network now covers approximately 93% of
Cingular's population of potential customers (referred to in

the media as "POPs") in areas Cingular provides wireless

service. Also, Cingular is adding high-speed technologies for
data services known as General Packet Radio Services (GPRS)
and Enhanced Data Rates for GSM Evolution (EDGE).

In August 2003, Cingular agreed to purchase from
NextWave Telecom, Inc. (NextWave) FCC licenses for wireless

spectrum in 34 markets for $1,400. See "Expected Growth
Areas" for more detail.

Our Cingular segment operating income margin was
14.8% in 2003,16:9% in 2002 andtT.9% in 2001-; The lower

2003 margin was caused by a number of factors. Cingular's

Operating expenses increased primarily due to acquisition

costs related to higher customer additions, and extensive
customer retention and customer service initiatives in

anticipation of number portability. Network operating costs

also increased due to ongoing growth in Customer usage

and incremental costs related to Cingu!ar's GSM network
upgrade. Only partially offsetting these expense increases

were modest revenue growth and slightly decreased costs

in other areas, including prior and ongoing system and
process consolidations. At December 31, 2003, Cingular had

approximately 24 million wireless customers, as compared
to 21.9 million at December 31, 2002 and 21.6 million at

December 31, 2001.

Cingular's 2002 slight decline in segment operating
income margin of 1.0%, as compared to 2001, was primarily
due to the higher network costs due to increased network
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minutes of use partially offset by increased revenues. The
continued decline in Cingular's operating margin also
reflects continued customer shifts to all inclusive rate plans
that include roaming, long-distance and "Rollover" minutes,
which allow customers to carry over unused minutes from
month to month for up to one year. See further discussion
of the details of our Cingular segment revenues and
expenses below.

In the fourth quarter of 2003, to be consistent with
emerging industry practices, Cingular changed its income
statement presentation for the current and prior-year
periods to record billings to customers for the Universal
Service Fund and other regulatory fees as Service revenues"
and the payments by Cingular of these fees into the
regulatory funds as "Cost of services and equipment sales".
This amount totaled $337 in 2003, $176 in 2002 and $160
in 2001. Operating income and net income for all periods
were not affected.

Service revenues increased $301, or 2.2%, in 2003 and
$693, or 5.2%, in 2002. Cingular's local service revenues
increased approximately $487 in 2003 due to the significantly
higher customer net additions and greater local minutes of
use. Data services also increased, primarily in short messaging
services; however, data services are riot yet a significant
component of revenues, These increases were partially offset
by decreases of approximately $172 in roaming and long-
distance revenues, of which $57 were attributable to
Cingular customers continuing to migrate to all-inclusive
regional and national rate plans that include roaming and
long-distance. Roaming revenues from other wireless carriers
for use of Cingular's network decreased approximately $115
in 2003, primarily due to lower negotiated roaming rates,
which offset the impact of increasing volumes. In addition,
approximately $35 of activation revenues from Cingular's
own sales sources were reclassified from local service
revenues to equipment sales as a result of the July 2003
adoption of Emerging Issues Task Force Interpretation
No. 00-21 (EITF 00-21) (see Note 1).

The 2002 increase was primarily driven by customer
growth compared to 2001 and an increase in handset
guaranty pr'emiums, Partially offsetting the 2002 iricrease
were decreased long-distance and incollect roaming
revenues, as customers shifted to rate plans that included
these features for no additional charge. 2002 revenues also
decreased due to a 45.1% decrease in customers served
through reseller agreements. Reseller customers ccimprised
approximately 3% of Cingular's 2002 customer base.

Equipment revenues increased $279, or 28.4%, in 2003
and decreased $58, or 5.6%, in 2002. For 2003, equipment
sales were driven by increased handset revenues primarily as
a result of significantly higher customer additions and
increases in existing customers upgrading their units, partially
offset by lower accessory revenues. Upgrade unit sales
reflect the GSM upgrade and Cingular's efforts to increase
the number of customers under contract. In addition, 2003
equipment revenues also increased $35 due to the July 2003
adoption of EITF 00-21 mentioned above (see Note 1).

Cingular 2002 equipment revenues declined from 2001
primarily as a result of a 5.0% decline in non-reseller gross
customer additions from 2001.

Cost of services and equipment sales expenses increased
$577, or 113%,in 2003 and $542, or 11.9%, in 2002. The
2003 increase was primarily due to increased equipment
costs of $496 as well as higher network costs. The increased
equipment costs were driven primarily by higher handset
unit sales associated with the significant increase in
customer additions and existing customers upgrading
their units. Increased equipment costs also resulted from
higher per-unit handset costs due to a shift to higher-end
handsets such as the dual-system TDMAIGSM handsets in
use during Cingular's GSM system conversion and newly
introduced GSM-only handsets. In addition, Cingular sold
handsets below cost, through direct sales sources, to
customers who committed to one-year or two-year contracts
or in connection with other promotions. Network costs
increased due to a 19.1% increase in minutes of use for
2003. Local network costs also increased due to system
expansion and increased costs of redundant TDMA networks
during the current GSM system upgrade.

The 2002 increase was primarily due to significant
increases in minutes of use on the network and increased
roaming and long-distance costs, which were driven by
customer migrations to rate plans that include these
services for no additional charge. Minutes of use increased
approximately 36% over 2001, which was primarily caused
by demand for digital plans with more included minutes
and off-peak promotions, which allow for a large number
of free minutes.

Selling, general and administrative expenses decreased
$4, or 0.1%, in 2003 and increased $191, or 3.6%, in 2002.
Cingular's 2003 expense was basically flat compared to 2002
due to lower billing, administrative and bad debt expenses
partially offset by increased selling expenses. The lower
billing expenses reflect efficiencies gained from 2002 system
conversions and related consolidations. The decreased
administrative costs were due to reduced employee-related
costs and decreased information technology and develop-
ment expenses resulting from a 2002 workforce reorgani-
zation. The decline in bad debt expense includes a $20
recovery of 2002 WorldCom write-offs. Partially offsetting
these declines were increased selling expenses of
approximately $103 driven primarily by higher advertising
costs and commissions expense. The commissions expense
increase reflects the nearly 14% increase in total postpaid
and prepaid gross customer additions compared with 2002.

Cingular's higher 2002 costs were driven by increases of
$135 related to maintaining and supporting its customer
base, $41 in administrative costs and $15 in selling expenses.
The $135 expense increase for maintenance and support of
Cingular's customer base included higher residuals and
upgrade commissions, increased customer retention costs
and bad debt expense. Bad debt expense increased $70,
with over half of the increase attributable to WorldCom
write-offs in 2002. Partially offsetting these cost increases
were savings related to lower billing and customer service
expenses, reflecting Cingular's consolidation of call centers
and billing systems.

Depreciation and amortization expenses increased $239,
or 12.9%, in 2003 and decreased $71, or 3.7%, in 2002.
The 2003 increase was primarily related to higher capital
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minutesof use partially offset by increased revenues. The
continued decline in Cingular's operating margin also

reflects continued customer shifts to all inclusive rate plans
that include roaming, long-distance and "Rollover" minutes,

which allow customers to carry over unused minutes from
month to month for up to one year. See further discussion

of the details of our Cingular segment revenues and

expenses below.
In the fourth quarter of 2003, to be consistent with :

emerging industry practices, Cingular changed its income

statement presentation for the current and prior-year
periods to record billings to customers for the Universal

Service Fund and other regulatory fees as "Service revenues"
and the payments by Cingular of these fees into the

regulatory funds as "Cost of services and equipment sales".

This amount totaled $337 in 2003, $176 in 2002 and $160
in 2001. Operating income and net income for all periods
were not affected.

Service revenues increased $301, or 2.2%, in 2003 and

$693, or 5.2%, in 2002. Cingular's local service revenues

increased approximately $487 in 2003 due to the significantly
higher customer net additions and greater local minutes of

use. Data services also increased, primarily in short messaging
services; however, data services are n_ot yet a significant

component of revenues. These increases were partially offset
by decreases of approximately $i72 in roaming and long-
distance revenues, of which $57 were attributable to

Cingular customers continuing to migrate to all-inclusive
regiona ! and national rate plans that include roaming and

long-distance. Roaming revenues from other wireless carriers
for use of Cingular's network decreased approximately $115

in 2003, primarily due to lower negotiated roaming rates,

which offset the impact of increasing volumes. In addition,
approximately $35 of activation revenues from Cingular's
own sales sources were reclassified from local service

revenues to equipment sales as a result of the July 2003
adoption of Emerging Issues Task Force Interpretation
No. 00-21 (EITF 00-21) (see Note 1).

The 2002 increase was primarily driven by customer

growth compared to 2001 and an increase in handset

guaranty premiums. Partially offsetting the 2002 increase

were decreased long-distance and incollect roaming
revenues, as customers shifted to rate plans that included

these features for no additional charge. 2002 revenues also
decreased due to a 45.i% decrease in customers served

through reseller agreements. Reseller customers comprised

approximately 3% of Cingular's 2002 customer base.

Equipment revenues increased $279, or 28.4%, in 2003
and decreased $58, or 5.6%, in 2002. For 2003, equipment

sales were driven by increased handset revenues primarily as

a result Of significantly higher customer additions and

increases in existing customers upgrading their _Jnits, partially
offset by lower accessory revenues. Upgrade unit sales

reflect the GSM upgrade and Cingular's efforts to increase
the number of customers under contract In addition, 2003

equipment revenues also increased $35 due to the July 2003
adoption of EITF 00-21 mentioned above (see Note 1).

Cingular 2002 equipment revenues declined from 2001

primarily as a result of a 5.0% decline in non-reseller gross
customer additions from 2001.

Cost of services and equipment sales expenses increased

$577, or 11.3%, in 2003 and $542, or 11.9%, in 2002. The

2003 increase was primarily due to increased equipment
costs of $496 as well as higher network costs. The increased

equipment costs were driven primarily by higher handset

unit sales associated with the significant increase in
customer additions and existing customers upgrading

their units. Increased equipment costs also resulted from
higher per-unit handset costs due to a shift to higher-end

handsets such as the dual-system TDMA/GSM handsets in
use during Cingular's GSM system conversion and newly
introduced GSM-only handsets. In addition, Cingular sold

handsets below cost, through direct sales sources, to
customers who committed to one-year or two-year contracts

or in connection with other promotions. Network costs
increased due to a 19.1% increase in minutes of use for

2003. Local network costs also increased due to system

expansion and increased costs of redundant TDMA networks

during the current GSM system upgrade.
The 2002 increase was primarily due to significant

increases in minutes of use on the network and increased

roaming and long-distance costs, which were driven by

customer migrations to rate plans that include these
services for no additional charge. Minutes of use increased

approximately 36% over 2001, which was primarily caused

by demand for digital plans with more included minutes
and off-peak promotions, which allow for a large number
of free minutes.

Selling, general and administrative expenses decreased
$4, or 0.1%, in 2003 and increased $191, or 3.6%, in 2002.

Cingular's 2003 expense was basically flat compared to 2002

due to lower billing, administrative and bad debt expenses

partially offset by increased selling expenses. The lower

billing expenses reflect efficiencies gained from 2002 system
conversions and related consolidations. The decreased

administrative costs were due to reduced employee_related

costs and decreased information technology and develop-
ment expenses resulting from a 2002 workforce reorgani-

zation. The decline in bad debt expense includes a $20
recovery of 2002 WorldCom write-offs. Partially offsetting

these declines were increased selling expenses of

approximately $103 driven primarily by higher advertising
costs and commissions expense. The commissions expense

increase reflects the nearly 14% increase in total postpaid

and prepaid gross customer additions compared with 2002.

Cingular's higher 2002 costs were driven by increases of

$135 related to maintaining and supporting its customer
base, $41 in administrative costs and $15 in selling expenses.
The $135 expense increase for maintenance and support of

Cingular's customer base included higher residuals and

upgrade commissions, increased customer retention costs
and bad debt expense. Bad debt expense increased $70,
with over half of the increase attributable to WorldCom

write-offs in 2002. Partially offsetting these cost increases

were savings related to lower billing and customer service
expenses, reflecting Cingular's consolidation of call centers

and billing systems.
Depreciation and amortization expenses increased $239,

or 12.9%, in 2003 and decreased $71, or 3.7%, in 2002.

The 2003 increase was primarily related to higher capital
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (coNTINttED)
Dollars in millions except per share amounts

expenditures for network upgrades, including the GSM

overlay, and increased depreciation on certain network
assets resulting from Cingular's 2003 decision to shorten the
estimated remaining useful life of TDMA assets. Cingular
determined that a reduction in the useful lives of TDMA

assets was warranted based on the projected transition
of network traffic to GSM technology. Useful lives were
shortened to fully depreciate all TDMA equipment by the

end of 2008. As a result of the change in estimate,
depreciation expense increased $91 in 2003.

The 2002 decline of $71 was primarily related to a $219
decrease in amortization of goodwill and FCC licenses in

accordance with FAS 142 (see Note 1),which no longer allows

amortization of goodwill and other intangible assets. This was

partially offset by increases in depredation expense of $148
related to higher plant levels and Cingular's GSM conversion.

Directory

Segment Results

2003 2002

Percent Change

2003 vs. 2002 vs.

2001 ZOOZ 2001

Total Segment Operating Revenues

Segment operating expenses
Cost of sales
Selling, general and administrative
Depreciation and amortization

Total Segment Operating Expenses
'

Segment Income

$4,254

896
1,036

21

1,953
$2,301

$4,451

920
1,011

30
1,961

$2,490

$4,468

895
1,007

36
1,938

$2,530

(4 4)

(2.6)
2.5

(30.0)
(0.4)

P.6)%

(0.4)%

2.8
0.4

(16.7)
1.2

(1.6)%o

As previously. discussed, effective January 1, 2003, we
changed our method of recognizing revenues and expenses
related to publishing directories from the "issue basis"
method to the "amortization" method. As allowed by GAAP,

we made this change prospectively; therefore, in the table
above, results in 2003 are shown on the amortization basis,
while results from 2002 and 2001 are shown on the issue

basis method. This corresponds to the manner in which

directory results are included in our consolidated results.

Our directory segment income was $2,301 with an
operating margin of 54.1% in 2003. In 2002, our directory
segment income was $2,490 with an operating margin of
55.9%. If we were to eliminate the effects of the accounting
change and shifts in the schedule of directory titles

published in 2003, our directory segment income would
have been $2,205 and the operating margin would have
been 52.7% in 2003, compared to $2,323, with an operating
margin of 54.5%, in 2002. The relative decrease in segment
inrorne of $118 as well as the decreased operating margin

was due primarily to increased employee-related costs
combined with pressure on revenues from increased
competition and lower demand from advertisers.

The table below shows the estimated directory segment
results for all years as if we had adopted the amortization
method on January 1, 2001.This presentation allows us to
isolate the underlying business changes over the last
three years.

Estimated Directory Results on Amortized Basis

2003 2002

Percent Change

2003 vs. 2002 t5.
2001 2002 2001

Total Segment Operating Revenues

Segment operating expenses
Cost of sales
Selling, general and administrative
De'preciation and amortization

Total Segment Operating Expenses

Segment Income

$4,254

'896

1,036
21

1,953
$2,301

$4,313

942
1,025

30
1,997

$2,316

$4,309

887
1,001

36
1,924

$2,385

(1A)%

(4.9)
1.1

(30.0)
(2.2)

(0 6)'/

0.1oi

6.2
2.4

(16.7)
3.8

(2.9)%
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (CONTINUED)

Dollarsin millionsexceptper shareamounts

expenditures for network upgrades, including the GSM

overlay, and increased depredaliion on certain network
assets resulting from Cingular's 2003 decision to shorten the
estimated remaining useful life of TDMA assets. Cingular
determined that a reduction in the useful lives of TDMA

assets was warranted based on the projected transition

of network traffic to GSM technology. Useful lives were

shortened to fully depreciate all TDMA equipment by the

Directory

Segment Results

end of 2008. As a result of the change in estimate,

depreciation expense increased $91 in 2003.
The 2002 decline of $71 was primarily related to a $219

decrease in amortization of goodwill and FCC licenses in
accordance with FAS 142 (see Note 1), which no longer allows

amortization of goodwill and other intangible assets. This was
partially offset by increases in depredation expense of $148

related to higher plant levels and Cingular's GSM conversion.

Percent change

2003 vs. 2002 vs.
2003 2002 2001 2002 2001

Total Segment. Operating Revenues $4,254 $4,451 $4,468 (4.4)% (0.4)%

Segment operating expenses
Cost of sales 896 920 895 (2.6) 2.8

Selling, general and administrative 1,036 1,011 1,007 2.5 0.4
• Depredation and amortization 21 30 36 (30.0) (16.7)

Total Segment Operating Expenses 1,953 1,961 1,938 (0.4) 1.2

Segment Income $2,301 $2,490 $2,530 (7.6)% (1.6)%

As previouslydiscussed, effective January 1, 2003, we
changed our method of recognizing revenues and expenses
related to publishing directories from the "issue basis"
method to the "amortization" method. As allowed by GAAE

we made this change prospectively; therefore, in the table
above, results in 2003 are shown on the amortization basis,
while results from 2002 and 2001 are shown on the issue

basis method. This corresponds to the manner in which

directory results are included in our consolidated results.

Our directory segment income was $2,301 with an

operating •margin of 54.1% in 2003. In 2002, our directory
segment income was $2,490 with an operating margin of
55.9%. If we were to eliminate the effects of the accounting

change and shifts in the schedule of directory titles

Estimated Directory Results on Amortized Basis

published in 2003, our directory segment income would
have been $2,205 and the operating margin would have

been 52.7% in 2003, compared to $2,323, with an operating

margin of 54.5%, in 2002. The relative decrease in segment
income of $118 as well as the decreased operating margin
was due primarily to increased eml_loyee-related costs

combined with pressure on revenues from increased

competition and lower demand from advertisers.
The table below shows the estimated directory segment

results for all years as if we had adopted the amortization

method on January 1, 2001. This presentation allows us to
isolate the underlying business changes over the last

three years.

Percent Change

2003 vs. 2002 vs.
• 2003 2002 2001 2002 2001

Total Segment Operating Revenues $4,254 $4,313 $4,309 (1.4)% 0.1%

Segmen t operating expenses
Cost of sales '896 942 887 (4.9) : 6.2

Selling, general and administrative 1,036 1,025 1,001 1.1 2.4

Depreciation and amortization 21 30 36 (30.0) (16.7)

Total Segment Operating Expenses 1,953 1,997 1,924 (2.2) 3.8

Segment Income $2,301 $2,316 $2,385 (0.6)% (2.9)%
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Our directory segment income was $2,301 with an operating
margin of 54.1% in 2003. If we had been using the
amortization method, our directory segment income would
have been approximately $2,316 in 2002, with an operating
margin of 53.7% and $2,385 in 2001, with an operating
margin of 55,3%.

Operating revenues decreased $59, or 1.4%, in 2003 and
increased $4, or 0.1%, in 2002. Revenues in 2003 de'creased

primarily as a result of competition from other publishers,
other advertising media and continuing economic pressures
on advertising customers. Revenues in 2002 were essentially
flat compared to 2001.

Cost of sales decreased $46, or 4.9%, in 2003 and
increased $55, or 6.2%, in 2002. In 2003, cost of sales
decreased due to lower product related costs. Higher

employee benefit related costs increased cost of sales
in 2002.

Selling, general and administrative expenses increased

$11,or 1.1%, in 2003 and $24, or 2.4%, in 2002. Increased

expenses in 2003 are primarily due to increased employee-
related costs. The increase in expenses in 2002 is the result

of increased costs for advertising, employee-r'elated
expenses and increased bad debt expense.

International

5egment Results
Percent Change

Total Segment Operating Revenues

Total Segment Operating Expenses

Segment Operating Income (Loss)

Equity in Net Income of Affiliates

Segment Income

2003

$30
47

(17)
606

$589

2002

$35
85

(50)

1,152

$1,102

2001

$185
241

(56)
555

$499

2003 vs.
2002

(14 3)%
(44.7)
66.0

(47.4)
(46.6)%

2002 vs.

2001

(81.1)%
(64.7)
10.7

Our international segment consists almost entirely of equity
investments in international companies, the income from
which we report as equity in net income of affiliates.
Revenues from direct international operations are less than
1% of our consolidated revenues.

Our earnings from foreign affiliates are sensitive to
exchange-rate changes in the value of the respective local
currencies. See Notes 1 and 8 for discussions of foreign
currency translation and how we manage foreign-exchange
risk. Our foreign investments are recorded under GAAP,

which include adjustments for the purchase method of
accounting and exclude certain adjustments required for
local reporting in specific countries. In discussing "Equity in

Net Income of Affiliates", all dollar amounts refer to the
effect on our inco'me.

Segment operating revenues decreased $5, or 143%,
, in 2003 and $150, or 81.1%, in 2002. Revenues declined in

2003 primarily due to lower management-fee revenues.
The decrease in 2002 was due to the September 2001
disposition of Ameritech Global Gateway Services (AGGS),
our international long-distance subsidiary, and lower

, management-fee revenues.

Am6rica M6vil

Belgacom
Bell Canada'
Cegetel'
TDC
Telkom South Africa
Telmex
Other

$76
28

182
121
196

3

$60 $ (39)
218 85

53 176
88 94

481 (157)
31 54

219 325
2 17

International Equity in Net
Income of Affiliates

' Investment sold

$606 $1,152 $555

Segment operating expenses decreased $38, or 44.7%,
in 2003 and $156, or 64.7%, in 2002. The decrease in 2003
was primarily due to lower corporate-allocated charges.
The decrease in 2002 was primarily due to the disposition
of AGGS.

Our equity in net income of affiliates by major investment

at December 31, are listed below:

2003 2002 2001
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Our directory segment income was $2,301 with a n operating

margin of 54.1% in 2003. If we had been using the
amortization method, our directory segment income would

have been approximately $2,316 in 2002, with an operating

margin of 53.7% and $2,385 in 2001, with an operating

margin of 55.3 %.
Operating revenues decreased $59, or 1.4%, in 2003 and

increased $4, or 0.1%, in 2002. Revenues in 2003 decreased

primarily as a result of competition from other publishers,
other advertising media and continuing economic pressures

on advertising customers. Revenues in 2002 were essentially
flat compared to 2001.

International

Segment Results

Cost of sales decreased $46, or 4.9%, in 2003 and

increased $55, or 6.2%, in 2002. In 2003, cost of sales
decreased due to lower product related costs. Higher

employee benefit related costs increased cost of sales
in 2002.

Selling, general and administrative expenses increased
$11, or 1.1%, in 2003 and $24, or 2.4%, in 2002. Increased

expenses in 2003 are primarily due to increased employee-
related costs. The increase in expenses in 2002 is the result

of increased costs for advert!sing, employee-related
expenses and increased bad debt expense.

Percent Change

2003vs'. 2002w.
2002 20012003 2002 2001

Total Segment Operating Revenues $ 30 $ 35 $185

Total Segment Operating Expenses ' 47 85 241

Segment Operating Income (Loss) (17) (50) .(56)

Equity in Net Income of Affiliates 606 1,152 555

Segment Income $589 $1,102 $499

(1¢3)% (81.1)%

(44.7) (64.7)

66.0 10.7

(47.4)

(46.6)%

Our international segment consists almost entirely of equity

investments in international companies, the income from

which we report as equity in net income of affiliates.
Revenues from direct international operations are less than
1% of our consolidated revenues.

Our earnings from foreign affiliates are sensitive to
exchange-rate changes in the value of the respective local
currencies. See Notes 1 and 8 for discussions of foreign

currency translation and how we manage foreign-exchange

risk. Our foreign investments are recorded under GAAP,
which include adjustments for the purchase method of

accounting and exclude certain adjustments required for

local reporting in specific countries. In discussing "Equity in

Net Income of Affiliates", all dollar arnoun_s refer to the
effect on our income.

Segment operating revenues decreased $5, or 14.3%,

: in 2003 and $150, or 81.1%, in 2002. Revenues declined in
2003 primarily due to lower management-fee revenues.

The decrease in 2002 was due to the September 2001

disposition of Ameritech Global Gateway Services (AGGS),

our international long-distance subsidiary, and lower
management-fee revenues.

Segment operating expenses decreased $38, or 44.7%,
in 2003 and $156, or 64.7%, in 2002. The decrease in 2003

was primarily due to lower corporate-allocated charges.
The decrease in 2002 was primarily due to the disposition
of AGGS.

Our equity in net income of affiliates by major investment
at December 31, are listed below:

2003 2002 2001

Amdrica M6vil $ 76 $ 60 $ (39)

Belgacom 28 218 85
Bell Canada 1 -- 53 176

Cegetell -- 88 94
TDC 182 481 (157)
Telkom South Africa 121 31 54

Telmex 196 219 325

Other 3 2 17

International Equity in Net
Income of Affiliates $ 606 $1,152 $ 555

1investment sold
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (CONTINUED)
Dollars in millions except per share amounts

Equity in net income of affiliates decreased $546, or 47A%,
in 2003 and increased $597 in 2002. The decrease in 2003
was primarily due to transactions at Belgacom SA,
(Belgacom), including a settlement loss on the transfer of
pension liabilities in 2003 and gains on a sale by Belgacom
and TDC which occurred in 2002 and affected year-over-year
comparisons. The settlement loss in 2003 resulted from a
transfer of pension liabilities by Belgacom to the Belgian
government and included a loss of approximately $115from
Belgacom and TDC's loss of $45 associated with the same
transaction (see "Other Business Matters" for a discussion
of the related Belgacom agreement and our equity interests
in Belgacom and TDC). The 2002 gains included approxi-
mately $180 from Belgacom, related to a sale of a portion
of its Netherlands wireless operations and TDC's gain
of approximately $336 associated with that same sale.
Additionally, comparisons for 2003 were affected by 2002
gains of $17 from Belgacom, related to a merger involving
one of its subsidiaries and TDC's gain of approximately
$7 associated with that same transaction.

Equity income for 2003 also decreased due to restruc-
turing charges of $39 at TDC and foregone equity income
of approximately $88 and $53 from the sales of Cegetel
and Bell Canada, lespectiveiy. Equity income from Telmex
decreased approximately $23 for 2003 due primarily to 2002
deferred tax adjustments and unfavorable exchange rates,
partially offset by lower financing costs.

The decrease for 2003 was partially offset by the year-
over-year comparison of $101 from a 2002 restructuring
charge at Belgacom, as well as a favorable exchange rate
impact at TDC of $28. Also offsetting the 2003 decrease
were improved operating results from Belgacom of $58
'primarily driven by wireline and wireless operations and
$32 at TDC primarily due to improved TDC Switzerland
operations. Additionally, equity income from America Movil

for 2003 increased approximately $15 resulting from
improved operating results and lower financing, partially
offset by tax adjustments. Equity income from Telkom for

, 2003 increased approximately $89 resulting primarily from

a favorable exchange rate impact, improved operating
results and a gain resulting from the significant reduction
of an arbitration accrual.

The 2002 increase includes approximately $220 resulting
from the January 1, 2002 adoption of FAS 142, which
eliminated the amortization of goodwill embedded in our
investments in equity affiliates. Excluding the effects of
adopting FAS 142, our equity in net income of affiliates
would have increased $377, or 67.9%, in 2002.

The 2002 increase also included gains of approximately
$180 from Belgacom, related to a sale of a portio~ of its
Netherlands wireless operations and TDC's gain of
approximately $336 associated with that same sale. These
2002 gains were higher than similar gains in 2001, which
were approximately $46 and $17 from Belgacom and
TDC respectively. Also contributing to the 2002 increase was
the prior-year charge of approximately $197 related to
TDC's decision to discontinue nonwireless opera'tions of its
Taikline subsidiary and our impairment of goodwill we
allocated to Talkline at the time of our initial investment
in TDC. A gain of approximately $28 from Bell Canada's
2002 partial sale of an investment and the 2001 loss of
approximately $32 on Belgacom's sale of its French internet
business also affected year-over-year comparisons.

The 2002 increase was partially offset by the following
three charges: approximately $101 and $58 for restructuring
costs at Belgacom and Bell Canada, respectively, and
approximately $58 related to impairments of TDC's

investments in Poland, Norway and the Czech Republic.
2001 gains of approximately $53 on Cegetel's sale of
AOL France and $49 on Bell Canada's sale of Sympatico-Lycos
also affected year-over-year comparisons. Our 2002 equity
income from Bell Canada declined approximately $101 as
a result of our May 2002 change from the equity method
to the cost method of accounting for that investment.
Our removal from day-to-day management and the
progression of negotiations to sell our interest in Bell

Canada resulted in this accounting change (see Note 2).

Other

Segment Results

2003 2002

Percent Change

2003 vs. 2002 vs.
2001 2002 2001

Total Segment Operating Revenues

Total Segment Operating Expenses

Segment Operating Income (Loss)

Equity:in Net Income of Affiliates

Segment Income

120
143

790

$ 389
175
214
769

$ 983

$ 768
954

(186)
1,0'40

.$854

(32.4)
(31A)
(33.2)
(15.9)
(19.6)%

(49.3)%
(81.7)

(26.1)
15.1%

Our other segment results in 2003 and 2002 primarily
consist of corporate and other operations. Results for
2001 indude the Ameritech cable television operations,
Ameritech security monitoring business, and wireless
properties that were not contributed to Cingular. All

of these assets were sold in 2001.
2003 revenues decreased as a result of lower operating

revenue from a capital leasing subsidiary. Revenue in 2002
decreased approximately $379 primarily due to the sale of
assets in 2001 that contributed approximately $362 of
revenue in 2001. Expenses also decreased as a result of the
disposition of operating companies in 2001.

. Substantially all of the Equity in Net Income of Affiliates
represents the equity income from our investment in Cingular.
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Equity in net income of affiliates decreased $546, or 47.4%,
in 2003 and increased $597 in 2002. The decrease in 2003

was primarily due to transactions at Belgacom S_.

(Belgacom), including a settlement loss on the transfer of

pension liabilities in 2003 and gains on a sale by Belgacom
and TDC which occurred in 2002 and affected year-over-year

comparisons. The settlement loss in 2003 resulted from a
transfer of pension liabilities by Belgacom to the Belgian

government and included a loss of approximately $115 from
Beigacom and TDC's loss of $45 associated with the same
transaction (see "Other Business Matters" for a discussion

of the related Belgacom agreement and our equity interests

in Belgacom and TDC). The 2002 gains included approxi-

mately $180 from Belgacom, related to a sale of a portion
of its Netherlands wireless operations and TDC's gain

of approximately $336 associated with that same sale.

Additionally, comparisons for 2003 were affected by 2002
gains of $17 from Belgacom, related to a merger involving
one of its subsidiaries and TDC's gain of approximately
$7 associal_ed with that same transaction.

Equity income for 2003 also decreased due to restruc-

turing charges of $39 at TDC and foregone equity income

of approximately $88 and $53 from the sales of Cegetel
and Bell Canada, respectively. Equity income from Telmex
decreased approximately $23 for 2003 due primarily to 2002

deferred tax adjustments and unfavorable exchange rates,

partially offset by lower financing costs.
The decrease for 2003 was partially offset by the year.-

over-year comparison of $101 from a 2002 restructuring

charge at Belgacom, as well as a favorable exchange rate

impact at TDC of $28. Also offsetting the 2003 decrease
were improved operating results from Belgacom of $58

primarily driven by wireline and wireless operations and

$32 at TDC primarily due to improved TDC Switzerland
operations. Additionally, equity income from America M6vil
for 2003 increased approximately $15 resuiting from

improved operating results and lower financing, partially

offset by tax adjustments. Equity income from Telkom for

.2003 increased approximately $89 resulting primarily from

Other

Segment Results

a favorable exchange rate impact, improved operating
results and a gain resulting from the significant reduction
of an arbitration accrual.

The 2002 increase includes approximately $220 resulting

from the January 1, 2002 adoption of FAS 142, which

eliminated the amortization of goodwill embedded in our
investments in equity affiliates. ExclUding the effects of

adopting FAS 142, our equity in net income of affiliates
would have increased $377, or 67.9%, in 2002.

The 2002 increase also included gains of approximately

$180 from Belgacom, related to a sale of a portion of its

Netherlands wireless operations and TDC's gain of

approximately $336 associated with that same sale. These
2002 gains were higher than similar gains in 2001, which

were approximately $46 and $17 from Belgacom and

TDC respectively. Also contributing to the 2002 increase was

the prior-year charge of approximately $197 related to
TDC's decision to discontinue nonwireless operations of its

Talkline subsidiary and our impairment of goodwi!l we
allocated to Talkline at the time of our initial investment

in TDC. A gain of approximately $28 from Bell Canada's
2002 partial sale of an investment and the 2001 loss of

•approximately $32 on Belgacom's sale of its French internet
business also affected year-over-year comparisons.

The 2002 increase was partially offset by the following
three charges: approximately $101 and $58 for restructuring

costs at Belgacom and Bell Canada, respectively, and

approximately $58 related to impairments of TDC's
investments in Poland, Norway and the Czech Republic.

2001 gains of approximately $53 on Cegetel's sale of
AOL France and $49 on Bell Canada's sale of Sympatico-Lycos

also affected year-over-year comparisons. Our 2002 equity
income from Bell Canada declined approximately $101 as

a result of our May 2002 change from the equity method
to the cost method of accounting for that investment.

Our removal from day-to-day management and the

progression of negotiations to sell our interest in Bell
Canada resulted in this accounting change (see Note 2).

Percent Change

2003 vs. 2002 vs.
2003 2002 2001 2002 2001

Total Segment Operating Revenues $ 263 $ 389 $ 768 (32.4)% (49.3)%

Total Segment Operating Expenses 120 175 954 (31.4) (81.7)

Segment Operating Income (Loss) 143 214 (186) (33.2) --

Equity_in Net Income of Affiliates 647 769 1,0_,0 (15.9) (26.1)

Segmentlncome $ 790 $ 983 $ 854 (19.6)% 15.i%

Our other segment results in 2003 and 2002 primarily

consist of corporate and other operations. Results for
2001 include the Ameritech cable television operations,

Ameritech security monitoring business, and wireless
properties that were not contributed to Cingular. All
of these assets were sold in 2001.

2003 revenues decreased as a result of lower operating

revenue from a capital leasing subsidiary. Revenue in 2002

decreased approximately $379 primarily due tO the sale of
assets in 2001 that contributed approximately $362 of

revenue in 2001. Expenses also decreased as a result of the

disposition of operating companies in 2001.
Substantially all of the Equity in Net Income of Affiliates

represents the equity income from our investment in Cingular.
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OPERATIN6 ENYIRONMENT AND TRENDS OF THE BUSINESS

2004 Revenue Trends We expect our revenue loss trends to
stabilize and, by the end of 2004, we expect year-over-year
growth in revenues (after including our share of Cingular's
revenues) for the following reasons. 2004 marks the first
year in which we can offer interLATA long-distance
nationwide (see "Long-Distance" in our "Regulatory
Developments" section). As a result, we expect both
continued growth in long-distance and DSL and growth in
the large business and national data market. We now have

E' the ability to effectively compete for national customers due
to the removal of restrictions on our providing them with
nationwide long-distance. Increasing competition in the
communications industry may pressure revenue as we
respond to competitors' pricing strategies. As discussed
below, many of our competitors are subject to less or no
regulation, have subsidized costs due to UNE-P or have
emerged from bankruptcy with minimal debt and therefore
have significant cost advantages. However, we expect con-
tinued success with our bundling strategy to offset any such
pressure by improving customer retention and slowing our
access line losses.

2004 Expense Trends We expect continued pressure on
our operating margins during much of the year, driven by
investment in growth areas such as the large business
market. However, we expect these margins to stabilize by
the end of 2004, due primarily to changing revenue trends
as discussed above and continued cost control measures,
including pension and postretirement benefit costs, as
noted below. We also assume no change in historical
expense trends resulting from our negotiating new
collective bargaining agreements during 2004.

2004 Pension and Retiree Medical Cost Expense Trends
While medical and prescription drug costs continue to
rise, we expect that 2003's improved investment returns
combined with voluntary pre-funding of plan obligations
in 2003 will lower our pension and postretirement costs in
2004 (see Note 10).We expect combined net pension and
postretirement cost of between $1,000 and $1,400 in 2004,
compared to our combined net pension and postretirement

'
expense of $1,835 in 2003. Approximately 10% of these
annual costs are capitalized as part of construction labor,

'
providing a reduction in the net expense recorded. Certain
factors, such as investment returns, depend largely on trends
in the U.S.securities market and the general U.S. economy,
and we cannot control those factors. In particular, while
we expect positive investment returns in 2004, uncertainty
in the securities markets and U.S. economy could result in
investment volatility and significant changes in plan assets,
which under GAAP we will recognize over the next several
years. Additionally, should actual experience differ from
actuarial assumptions, rombined net pension and postretire-
ment cost would be affected in future years.

For the majority of our labor contracts that contain an
annual dollar value rap for the purpose of determining
contributions required from nonmanagement retirees, we
have waived the cap during the relevant contract periods
and thus not collected contributions from those retirees.

Therefore, in accordance with the substantive plan provisions
required in accounting for postretirement benefits under
GAAP, through 2003, we did not account for the cap in the
value of our accumulated postretirement benefit obligation
(i.e., we assumed the cap would be waived for all future
contract periods). If we had accounted for the cap as written
in the contracts, our postretirement benefit cost would have
been reduced by $884, $606 and $476 in 2003, 2002 and
2001. In early 2004, nonmanagement retirees were informed
of changes in their medical coverage beginning in 2005. We
anticipate the changes could reduce postretirement benefit
cost as much $300 to $600 during 2004. In addition, we also
expect to reduce our annual costs approximately $250 to $350
due to recently passed Medicare legislation that partially
subsidizes the cost to employers of providing prescription
drug coverage for their retirees. For a comprehensive
discussion of our pension and postretirement cost (benefit),
including a discussion of the actuarial assumptions, see Note 10.

Cingular
On February 17, 2004, Cingular announced an agreement
to acquire AT&T Wireless. The transaction is subject to
approval by shareholders of AT&T Wireless and federal
regulators. At this time we do not know if the acquisition
will close in 2004 and cannot therefore predict the impact
on Cingular's 2004 subscriber, revenue or expense trends.
Even if the acquisition does not close in 2004, we expect
continued customer subscriber growth at Cingular sinre we
expect continued success from our bundling strategy and
the overall U.S, wireless market to continue to expand.
We also expect that Cingular will continue to invest in

improving its network performance and customer service
with the goal of stabilizing to improving its customer
turnover rate. Assuming Cingular obtains the necessary
approvals and the acquisition is completed, we expect
Cingular will incur additional integration costs to achieve
operating synergies and increased amortization expense
from intangibles for several years. Cingular expects to
achieve significant operating synergies through this
acquisition by consolidating networks, distribution, billing,
procurement, marketing, advertising and other functions.
As such, we expect initially a decrease in our net income
as a result of the acquisition until the positive impacts of
the synergies are realized. We also expect an increase in

financing costs to the extent additional debt is incurred
to fund the acquisition.

Operating Environment Overview
The Telecommunications Act of 1996 (Telecom Act) was
intended to promote competition and reduce regulation in
U.S. telecommunications markets. Despite passage of the
Telecom Act, 'the telecommunications industry, particularly
incumbent loral exchange carriers such as our wireline
subsidiaries, continue to be subject to significant regulation.
The expected evolution from an industry extensively
regulated by multiple regulatory bodies to a market-driven
industry monitored by state and federal agencies has not
occurred as quickly or as thoroughly as anticipated.
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OPERATIN6 ENVIRONMENT AND TRENDS OF THE BUSINESS

2004 Revenue Trends We expect our revenue loss trends to

stabilize and, by the end of 2004, we expect year-over-year

growth in revenues (after including our share of Cingular's
revenues) for the following reasons. 2004 marks the first

year in which we can offer interLATA long-distance

nationwide (see %ong-Distance" in our "Regulatory
=Developments" section). As a result, we expect both

continued growth in long-distance and DSL and growth in
thelarge business and national data market. We now have

/the ability to effectively compete for national customers due

to the removal of restrictions on our providing them with

nationwide long-distance. Increasing competition in the

communications industry may pressure revenue as we
respond to competitors' pricing strategies. As discussed

below, many of our competitors are subject to less or no
regulation, have subsidized costs due to UNE-P or have

emerged from bankruptcy with minimal debt and therefore

have significant cost advantages. However, we expect con-
tinued success with our bundling strategy to offset any such

pressure by improving customer retention and slowing our
access line losses.

2004 Expense Trends We expect continued pressure on

our operating margins during much of the year, driven by
investment in growth areas such as tl_e large business

market. However, we expect these margins to stabilize by

the end of 2004, due primarily to changing revenue trends
as discussed above and continued cost control measures,

including pension and postretirement benefit costs, as

noted below. We also assume no change in historical

expense trends resulting from our negotiating new
collective bargaining agreements during 2004.

2004 Pension and Retiree Medical Cost Expense Trends
While medical and prescription drug costs continue to

rise, we expect that 2003's improved investment returns

combined with voluntary pre-funding of plan obligations
in 2003 will lower our pension and postretirement costs in

2004 (see Note 10). We expect combined net pension and
postretirement cost of between $1,000 and $1,400 in 2004,

compared to our combined net pension and postretirement
expense of $1,835 in 2003. Approximately 10% of these

annual costs are capitalized as part of construction labor;
I_roviding a reduction in the net expense recorded. Certain

factors, such as investment returns, depend largely on trends

in the U.S. securities market and the general U.S. economy,
and we cannot control those factors. In particular, while

we expect positive investment returns in 2004, uncertainty

in the securities markets and U.S. economy could result in

investment volatility and significant changes in plan assets,
which under GAAP we will recognize over the next several

years. Additional!y, should actual experience differ from

actuarial assumptions, combined net pension and postretire-
ment cost would be affected in future years.

For the majority of our labor contracts that contain an

annual dollar value cap for the purpose of determining
contributions required from nonmanagement retirees, we

have waived the cap during the relevant contract periods
and thus not collected contributions from those retirees.

Therefore, in accordance with the substantive plan provisions

required in accounting for postretirement benefits under

GAAP, through 2003, we did not account for the cap in the
value of our accumulated postretirement benefit obligation

(i.e., we assumed the cap would be waived for all future

contract periods). If we had accounted for the cap as written
in the contracts, our postretirement benefit cost would have
been reduced by $884, $606 and $476 in 2003, 2002 and

2001. In early 2004, nonmanagement retirees were informed
of changes in their medical coverage beginning in 2005. We

anticipate the changes could reduce postretirement benefit
cost as much $300 to $600 during 2004. In addition, we also

expect to reduce our annual costs approximately $250 to $350

due to recently passed Medicare legislation that partially
subsidizes the cost to employers of providing prescription

drug coverage for their retirees: For a comprehensive

discussion of our pension and postretirement cost (benefit),
including a discussion of the actuarial assumptions, see Note 10.

Cingular

On February 17, 2004, Cingular announced an agreement

to acquire AT&T Wireless. The transaction is subject to

approval by shareholders of AT&T Wireless and federal

regulators. At this time we do not know if the acquisition
Will Close in 2004 and cannot therefore predict the impact

on Cingular's 2004 subscriber, revenue or expense trends.

Even if the acquisition does not close in 2004, we expect

continued customer subscriber growth at Cingular since we

expect continued success from our bundling strategy and

the overall U.S. wireless market to continue to expand.

We also expect that Cingular will continue to invest in

improving its network performance and customer service

with the goal of stabilizing to improving its customer

turnover rate. Assuming Cingular obtains the necessary

approvals and the acquisition is completed, we expect

Cingular will incur additional integration costs to achieve

operating synergies and increased amortization expense

from intangibles for several years. Cingular expects to

achieve significant operating synergies through this

acquisition by consolidating networks, distribution, billing,
procurement, marketing, advertising and other functions.

AS such, we expect initially a decrease in our net income

as a result of the acquisition until the positive impacts of ,

the synergies are realized. We also expect an increase in
financing costs to the extent additional debt is incurred

to fund the acquis!tion.

Operating Environment Overview

The Telecommunications Act of 1996 (Telecom Act) was

intended to promote competition and reduce regulation in

U.S. telecommunications markets. Despite passage of the
Telecom Act, the telecommunications industry, particularly

incumbent local exchange carriers such as ourwireline
subsidiaries, continue to be subject to significant regulation.

The expected evolution from an industry extensively
regulated bY multiple regulatory bodies to a market-driven
industry monitored by State and federal agencies has not

occurred as quickly or as thoroughly as anticipated.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS ICONTINUEDI
Dollars in millions except per share amounts

Our wireline subsidiaries remain subject to extensive
regulation by state regulatory commissions for intrastate
services and by the FCC for interstate services. We continue
to face a number of state regulatory challenges. For example,
certain state commissions, including those in California,
Illinois, Michigan, Wisconsin, and Ohio have significantly
lower wholesale rates, which are the rates we are allowed
to charge competitors, including AT8T and MCI (formerly
known as WorldCom) for leasing parts of our network
(unbundled network elements, or UNEs) in a combined form
known as the UNE platform, or UNE-P. These mandated
rates, which range from 30% to 55% below our economic
cost, are contributing to continued declines in our access line
revenues and profitability. As of December 31, 2003, we
have lost 6.7 million customer lines to competitors through
UNE-P, approximately 1.7 million of which were lost during
2003, as compared to 2.6 million lost in 2002.

However, changes in the regulatory environment toward
the end of 2003 raise the possibility that the availability of
mandated below-cost priced UNE-P may be lessened.
Following the FCC's Triennial Review Order (TRO), issued in

August 2003, we took immediate legal action at the United
States Court of Appeals for the District of Columbia Circuit
(D.C. Circuit) to correct the flaws that the FCC's order main-
tained. (The TRO is discussed in detail in the "Regulatory
Developments" section of this document. ) This is one of two
courts that have already rejected the FCC's earlier
unbundling order. The court consolidated all pending law-

suits into one proceeding and heard oral arguments in

)anuary 2004. The D.C. Circuit is expected to issue a decision
on the TRO in the first half of 2004.

We continue to work toward UNE-P reform through
proceedings in most of our states. Those states are now in

the process of determining whether or not we must offer
access to our central office switches, a key component of
UNE-P, to competitors in a given market at a government-
mandated price. In addition, there are parallel proceedings
in several states in our 13-state area to reevaluate current
UNE-P pricing and bring it more in line with our costs. State
proceedings could be significantly altered, or even vacated
by a D.C. Circuit ruling on UNE-P.

Despite a slightly more positive regulatory outlook, the
current environment continues to exert pressure on our
operations. In 2003, we continued to eliminate full time
employee positions and in 2004, we expect to continue to

'
maintain our lower capital expenditure budget, targeting
between $5,000 and $5,500. However, unfavorable
regulations imposed by the FCC or state commissions may
cause us to experience additional declines in access fine
revenues, which, in turn, could reduce our invested capital
and result in further reductions in capital expenditures
and employment levels. Similarly, growth at higher-than-
anticipated levels could increase these expenditures.

At the national level, the debate is gradually shifting
from regulating voice to regulating broadband. But while
the FCC's TRO created a potentially more positive regulatory
environment for broadband services, several questions
remain unanswered as to whether or to what extent our
subsidiaries will be required to unbundle their broadband
networks or' offer these services to competitors. We are
actively participating in proceedings underway at both the

federal and state fevel that will help define the appropriate
regulatory environment for broadband services.

Once this difficult and uncertain regulatory environment
stabilizes, we expect that additional business opportunities,
especially in the broadband area, would be created. At the
same time, the continued uncertainty in the U.S. economy
and increasing local competition from multiple wireline and
wireless providers in various markets presents significant
challenges for our business.

Expected Growth Areas
We expect our primary wireline products and wireless services
to remain the most significant portion of our business and
have also discussed trends affecting the segment's in which
we report results for these products (see "Wireline Segment
Results" and Cingular Segment Results ). Over the next few
years we expect an increasing percentage of our revenues to
come from data, long-distance and Cingular's wireless service.
Whether, or the extent to which, growth in these areas will

offset declines in other areas of our business is not known.
DataCroadband In October 1999,we announced plans

to upgrade our network to make broadband services
available to approximately 80% of our U.S. wireline
customers over the four years through 2003 (Project Pronto).
Due to the weakening U.S. economy and an uncertain and
adverse regulatory environment, in October 2001 we
announced a scale-back in our broadband deployment
plans. As discussed in greater detail below, in August 2003
the FCC released its TRO, which appears to provide some
relief from unbundling requirements for broadband and
new fiber facilities and equipment used to provide data
and high-speed internet access services. However, because
the new broadband rules contain some ambiguities and
have been appealed to the D.C. Circuit, and are subject to
petitions for reconsideration or clarification before the FCC,
we continue to face uncertainty regarding the regulatory
treatment of our broadband investments. Nevertheless, due
to the increasing growth opportunities and competition,
we have resumed Project Pronto related limited build-out
and expect to have DSL available to nearly 80% of our
wireline customer locations in early 2004, up from 75% at
December 31, 2003. Our DSL lines continue to grow and
were approximately 3,515,000 at December 31, 2003,
compared to 2, 199,000 at the end of 2002.

The FCC has begun reviewing the rules governing
broadband services offered by cable, satellite and wireless
operators in addition to traditional wireline offerings. The
FCC tentatively concluded that wireline broadband internet
access services are "information" services rather than

telecommunications" services, which would result in less

regulation. In October 2003, the United States Court of
Appeals for the Ninth Circuit (9th Circuit) ruled that
broadband internet access services provided by cable
operators involve both an "information service and a
"telecommunications" service. If this decision is upheld (the
FCC has a request for rehearing pending before the 9th
Circuit), the FCC may change its tentative conclusion that
wireline broadband internet access services are information
services, not telecommunications services. It is likely that the
FCC will not act in these proceedings until the 9th Circuit
rules on its request for rehearing. We are not certain of the
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Our wireline subsidiaries remain subject to extensive
regulation by state regulatory commissions for intrastate

services and by the ECC for interstate services. We continue
to face a number of state regulatory challenges. For example,
Certain state commissions, including those in California,

Illinois, Michigan, Wisconsin, and Ohio have significantly
lower wholesale rates, which are the rates we are allowed

to charge competitors, including AT&T and MCl (formerly

known as WorldCom) for leasing parts of our network

(unbundled network elements, or UNEs) in a combined form
known as the UNE platform, or UNE-R These mandated

rates, which range from 30% to 55% below our economic

cost, are contributing to continued declines in our access line
revenues and profitability. As of December 31, 2003, we
have lost 6.7 million customer lines to competitors through

UNE-P, approximately 1.7 million of which were lost during

2003, as compared to 2.6 million lost in 2002.
However, changes in the regulatory environment toward

the end of 2003 raise the possibility that the availability of

mandated below-cost priced UNE-P may be lessened.
Following the FCC's Triennial Review Order {TRO), issued in
August 2003, we took immediate legal action at the United

States Court of Appeals for the District of Columbia Circuit

(D.C. Circuit) to correct the flaws that the FCC's order main-

tained. (The TRO is discussed in detail in the "Regulatory
Developments" section of this document.) This is one of two

courts that have already rejected the FCC's earlier
unbundling order. The court consolidated all pending law-

sui_ into one proceeding and heard oral arguments in

January 2004. The D.C. Circuit is expected to issue a decision
On the TRO in the first half of 2004.

We continue to work toward UNE-P reform through

proceedings in most of our states. Those states are now in

the process of determining whether or not we must offer

access to our central office switches, a key component of
UNE-P, to competitors in a given market at a government-

mandated price. In addition, there are parallel proceedings
in several states in our 13-state area to reevaluate current

UNE-P pricing and bring it more in line with Our costs. State

proceedings could be significantly altered, or even vacated

by a D.C. Circuit ruling on UNE-R
Despite a slightly more positive regulatory outlook, the

current environment continues to exert pressure on our
operations. In 2003, we continued to eliminate full time

employee positions and in 2004, we expect to continue to
maintain our lower capital expenditure budget, targeting

between $5,000 and $5,500. However, unfavorable
regulations imposed by the FCC or state commissions may

cause us to experience additional declines in access line
revenues, which, in turn, could reduce our invested capital

and result in further reductions in capital expenditures

and employment levels. Similarly, growth at higher-than_

anticipated levels could increase these expenditures.
At the national level, the debate is gradually shifting

from regulating voice to regulating broadband. But while

the FCC's TRO created a potentially more positive regulatory
environment for broadband services, several questions
remain unanswered as to whether or to what extent our

subsidiaries will be required to unbundle their broadband

networks or offer these services to competitors. We are

actively participating in proceedings underway at both the

federal and state level that will help define the appropriate

regulatory environment for broadband services.
Once this difficult and uncertain regulatory environment

stabilizes, we expect that additional business opportunities,
especially in the broadband area, would be created. At the

same time, the continued uncertainty in the U.S. economy

and increasing local competition from multiple wireline and
wireless providers in various markets presents significant

challenges for our business.

Expected Growth Areas

We expec-t our primary wireline products and wireless services
to remain the most significant portion of our business and

have also discussed trends affecting the segment's in which

we report results for these products (see _ireline Segment

Results" and uCingular Segment Results"). Over the next few
years we expect an increasing percentage of our revenues to

come from data, long-distance and Cingular's wireless service.
Whether, orthe extent to which, growth in these areas will
offset declines in other areas of our business is not known.

DataBroadband In October 1999, we announced plans

to upgrade our network to make broadband services
available to approximately 80% of our U.S. wireline

customers over the four years through 2003 (Project Pronto).
Due to the weakening U.S. economy and an uncertain and

adverse regulatory environment, in October 2001 we
announced a scale-back in our broadband deployment

plans. As discussed in greater detail below, in August 2003

the FCC released its TRO, which appears to provide some
relief from unbundling requirements for broadband and

new fiber facilities and equipment used to provide data
and high-speed internet access services. However, because

the new broadband rules contain some ambiguities and

have been appealed to the D.C. Circuit, and are subject to
petitions for reconsideration or clarification before the FCC,

we continue to face uncertainty regarding the regulatory
treatment of our broadband investments. Nevertheless, due

to the increasing growth opportunities and competition,

we have resumed Project Pronto related limited build-out

and expect to have DSL available to nearly 80% of our

wireline customer locations in early 2004, up from 75% at
December 31, 2003. Our DSL lines continue to grow and

were approximately 3,515,000 at December 31, 2003,
compared to 2,199,000 at the end of 2002.

The FCC has begun review!ng the rules governing
broadband services offered by cable, satellite and wireless

operators in addition to traditional wireline offerings. The
FCC tentatively concluded that wireline broadband internet

access services are "information" services rather than
"telecommunications" services, which would result in less

regulation. In October 2003, the United States Court of

Appeals for the Ninth CircUit (gth Circuit) ruled that
broadband intemet access services provided by cable

operators involve both an "information" service and a

"telecommunications" service. If this decision is upheld (the

FCC has a request for rehearing pending before the 9th
Circuit), the FCC may change its tentative conclusion that
wireline broadband internet access services are information

services, not telecommunications services. It is likely that the

FCC will not act in these proceedings until the 9th Circuit
rules on its request for rehearing. We are not certain of the
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effect the 9th Circuit's decision will have on our operations
or financial statements.

Cable operators have no general obligation to provide
third-party Internet Service Providers (ISPs) access to their
broadband networks at this time, although the FCC has
begun a proceeding to consider the issue. The 9th Circuit's
decision (discussed above) could support the imposition on
cable operators of some of the same regulations applicable
to wireline companies, but it is unclear at this time whether
the decision wiil have a significant impact on providers of
cable modem services.

In December 2002, the FCC ruled that advanced services,
such as DSI when provided through one of our separate
subsidiaries, are not subject to tariff regulations and cost
study requirements. However, we are still required to retain
cost data and offer our retail advanced services for resale
at a discount This ruling should allow us to respond more
quickly to offerings by unregulated competitors. The FCC is

expected to complete its broadband review during 2004.
The effect of the review on our results of operations and
financial position cannot be determined at this time.

Long-Distance We offer landline interLATA (traditional)
long-distance services to customers in our 13-state area
and to customers in selected areas outside our wireline
subsidiaries' operating areas. We began offering interLATA
long-distance to our customers in Nevada in April 2003,
Michigan in September 2003 and Illinois, Ohio, Wisconsin
and Indiana in October 2003. All long-distance state
entrances were approved by the FCC. We now have approval
to offer interLATA long-. distance nationwide.

We expect increased competition for our wireline
subsidiaries in our Midwest region, in particular, as we begin
offering interLATA long-distance service. However, ultimately
we expect that providing long-distance service in these five
states will help to mitigate the access line losses that we
have experienced as a result of the UNE-P rates for those
states, which are typically lower than our other eight states.
We expect that our entry into the long-distance markets in

our Midwest region will help to slow trends in access line
losses and may improve trends in customer winback and
retention, similar to those experienced in other states in
our 13-state area where we previously obtained approval
to offer interLATA long-distance.

Wireless At December 31, 2003, Cingular served
, approximately 24.8 million customers and was the second-

largest provider of mobile wireless voice and data
communications services in the U.S., based on the number
of wireless customers. Cingular has access to licenses to
provide wireless communications services covering an
aggregate population of potential customers, referred to
as "POPs", of approximately 236 million, or approximately
81% of the U.S. population, including 45 of the 50 largest
U.S. metropolitan areas. Including roaming agreements
with other carriers, Cingular provides GSM coverage to
approximately 90% of the U.S. As discussed in "Other
Business Matters", on February 17, 2004, Cingular
announced an agreement to acquire ATBT Wireless. At
December 31, 2003, AT8T Wireless served approximately
22 million customers. We expect that this acquisition will
enhance Cingular's ability to compete by strengthening
its network coverage and quality.

Even with this acquisition, we expect that intense indus-

try competition and market saturation will likely cause the
wireless industry's customer growth rate to moderate in

comparison with historical growth rates. While the wireless
telecommunications industry does continue to grow, a high
degree of competition exists among six national carriers,
their affiliates and smaller regional carriers. This competition
and other factors, such as the impiementation of wireless
local number portability, will continue to p0t pressure
upon pricing, margins and customer turnover as the carriers

compete for potential customers. Future carrier revenue
growth is highly dependent upon the number of net
customer additions a carrier can achieve and the average
revenue per customer. The effective management of
customer turnover is also important in minimizing customer
acquisition costs and maintaining and improving margins.

Cingular faces many challenges and opportunities in the
future and is focused on the following key initiatives:

~ growing customer base profitably by offering wireless
voice and data products and rate plans that customers
desire;

~ increasing the capacity, speed and functionality of the
network through the completion of the GSMI GPRS/

EDGE network overlay and improving overall network
coverage and performance;

~ increasing wireless data penetration and usage through
the development and promotion of advanced wireless
data applications and interfaces;

~ improving the Cingular reputation in the industry by
focusing on all customer-facing aspects of the business
including network performance, sales, billing and
customer service;

~ continuing the expansion of Cingular's existing footprint
and network capacity by obtaining acress to additional

spectrum, primarily through spectrum exchanges,
purchases, mergers, acquisitions and joint ventures; and

~ maintaining effective cost controls by continually
evaluating the cost structure of Cingular's business and
leveraging its large size and national scope.

In September 2003, the U.S. Bankruptcy Court for the
Southern District of New York approved the sale of certain
cellular licenses held by NextWave to Cingular for $1,400.
Cingular received FCC approval in February 2003, clearing
the way for Cingular to complete the license transfers. The
licenses cover approximately 83 million potential customers
in 34 markets, primarily those markets where Cingular
currently has voice and data operations. Cingular may
finance the purchase of these licenses with a combination
of cash and debt. Cingular expects this transaction to close
during the first half of 2004.

In March 2003, Cingular and AT&T Wireless formed a
joint venture to build out an EDGE network along a number
of major highways i0 order to reduce incollect roaming
expenses paid to other carriers when customers travel on
those. highways. In March 2003, Cingular contributed licenses
and assets having a value equal to the cash or assets
contributed by AT&T Wireless. At December 31, 2003,
Cingular had an investment in the venture totaling $21.
Cingular expects to spend less than $10 in 2004 for capital
expenditures associated with the venture.
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.effect the 9th Circuit's decision will have on our operations
or financial statements.

Cable operators have no general obligation to provide

third-party Internet Service Providers (ISPs) access to their
broadband networks at this time, although the FCC has

begun a proceeding to consider the issue. The 9th Circuit's
decision (discussed above) could support the imposition on

cable Operators of some of the same regulations applicable

to wireline companies, but it is unclear at this time whether
the decision will have a significant impact on providers of
cable modem services.

In December 2002, the FCC ruled that advanced services,

such as DSL, when provided through one of our separate

Subsidiaries, are not subject to tariff regulations and cost
study requirements. However, we are still required to retain
cost data and offer our retail advanced services for resale

at a discount. This ruling should allow us to respond more

quickly to offerings by unregulated competitors. The FCC is
expected to complete its broadband review during 2004.

The effect of the review on our results of operations and
financial position cannot be determined at this time.

Long-Distance We offer landline interLATA (traditional)

long-distance services to customers in our 13-state area
and to customers in selected areas outside our wireline

subsidiaries' operating areas. We began offering interLATA

.long-distance to our customers in Nevada in April 2003,
Michigan in September 2003 and Illinois, Ohio, Wisconsin

and Indiana in October 2003. All long-distance state
entrances were approved by the FCC. We now have approval

to offer interLATA Iong_distance nationwide.

We expe_ increased competition for our wireline
subsidiaries in our Midwest region, in particular, as we begin

offering interLATA long-distance service. However, ultimately
we expect that providing long-distance service in these five

states will help to mitigate the access line losses that we

have experienced as a result of the UNE-P rates for those
slates, which are typically lower than our other eight states.

We expect that our entry into the long-distance markets in

our Midwest region will help to slow trends in access line
losses and may improve trends in customer winback and

retention, similar to those experienced in other states in

our 13-state area where we previously obtained approval
to offer interLATA long-distance.

Wireless At December 31, 2003, Cingular served
approximately 24.8 million customers and was the second -_

largest provider of mobile wireless voice and data
communications services in the U.S., based on the number

of wireless customers. Cingular has access to licenses to
provide wireless communications services covering an

aggregate population of potential customers, referred to

as "POPs", of approximately 236 million, or approximately

81% of the U.S. population, including 45 of the 50 largest
U.S. metropolitan areas. Including roaming agreements

with other carriers, Cingular provides GSM coverage to

approximately 90% of the U.S. As discussed in "Other
Business Matters", on February 17, 2004, Cingu!ar

announced an agreement to acquire AT&T Wireless, At

December,31, 2003, AT&T Wireless served approximately
22 million customers. We expect that this acquisition will

enhance Cingular's ability to compete by strengthening
its network coverage and quality.

Even with this acquisition, we expect that intense indus-
try competition and market saturation will likely cause the

wireless industry's customer growth rate to moderate in
comparison with historical growth rates. While the wireless

telecommunications industry does continue to grow, a high

degree of competition exists among si_ national carriers,
their affiliates and smaller regional carriers. This competition
and other factors, such as the implementation of wireless

local number portability, will continue to put pressure

upon pricing, margins and customer turnover as the carriers
compete for potential customers. Future carrier revenue
growth is highly dependent upon the. number of net
customer additions a carrier can achieve and the average

revenue per customer. The effective management of

customer turnover is also important in minimizing customer
acquisition costs and maintaining and improving margins.

Cingular faces many challenges and opportunities in the
future and is focused on the following key initiatives:

• growing customer base profitably by offering wireless
voice and data products and rate plans that customers

desire;

• increasing the capacity, speed and functionality of the
network through the completion of the GSM/GPRS/

EDGE network overlay and improving overall network

coverage and performance;
• increasing wireless data penetration and usage through

the development and promotion of advanced wireless
data applications and interfaces;

• improving the Cingular reputation in the industry by

focusing on all customer-facing aspects of the business
including network performance, sales, billing and
customer service;

• continuing the expansion of Cingular's existing footprint

and network capacity by obtaining access to additional

spectrum, primarily through spectrum exchanges,
purchases, mergers, acquisitions and joint ventures; and

• maintaining effective cost controls by continually

evaluating the cost structure of Cingular's business and
leveraging its large size and national scope.

In September 2003, the U.S. Bankruptcy Court for the
Southern District of New York approved the sale of certain

celiular licenses held by NextWave to Cingular forS1,400.

Cingular received FCC approval in February 2003, clearing

the way for Cingular to complete the license transfers. The

licenses cover approximately 83 million potential customers
in 34 markets, primarily those markets where Cingular

currently has voice and data operations. Cingular may
finance the purchase of these licenses with 'a combination

of cash and debt. Cingular expects this transaction to close

during the first half of 2004.

In March 2003, Cingular and AT&T Wireless formed a
joint venture to build out an EDGE network along a number

of major highways i0 order to reduce incollect roaming
expenses paid to other carriers when customers travel on

those,highways. In March 2003, Cingular contributed licenses
and assets having a value equal to the cash or assets
contributed by AT&T Wireless. At December 31, 2003,

Cingular had an investment in the venture totaling $21.

Cingular expects to spend less than $10 in 2004 for capital
expenditures associated with the venture.
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In June 2003, Cingular completed the transfer of its
license and operations in Kauai, Hawaii and wireless licenses
in Alabama, Idaho, Oklahoma, Mississippi and Washington
for AT&T Wireless' licenses in Alabama, Arkansas, Georgia,
Kentucky, Louisiana, Mississippi, Tennessee and Texas.

ln February 2004, Cingular acquired an operational
.cellular system in Louisiana and other FCC licenses in

Louisiana and Texas from Unwired Telecom Corporation
for approximately $28. Also in February 2004, Cingular
completed an exchange transaction with Dobson Cellular

Systems, Inc. (Dobson). Cingular transferred approximately
$22 in cash and wireless property in Michigan to Dobson
in exchange for wireless property in Maryland.

By the end of 2003, Cingular had launched GSM/GPRS

technology in areas covering approximately 93% of its POPs
th'at carry service. Cingular is in the process of upgrading its
network to third generation (3G) wireless data technology
by using EDGE. EDGE technology is Cingular's choice for
a 3G wireless communications standard that will allow
customers to access the Internet from their wireless devices
at higher speeds than even GPRS. At December 31, 2003,
Cingular's EDGE technology covered approximately 20%
of its POPs. Cingular expects the GSM/GPRS/EDGE network
overlay to be fully complete by the end of 2004.

REGULATORY DEVELOPMENTS

Wireline
Federal Regulation A summary of significant 2003 federal
regulatory developments follows.

Long-Distance Under the Telecom Act, before being
permitted to offer interLATA wireline long-distance service
in any state within the 12-state region encompassed by the
regulated operating areas of Southwestern Bell Texas
Holdings Inc., Pacific Bell Telephone Company, Ameritech
and Nevada Bell (these areas with the addition of Southern
New England Telecommunications Corp. 's area are referred
to as our 13-state area), we were required to apply for and
obtain state-specific approval from the FCC. At the end
of 2002, we offered long-distance service in seven of our
13 states. In 2003, we received approval from the FCC to
offer long-distance service in our remaining six states.
See above under "Expected Growth Areas for additional
detail on the status of our approvals.

Triennial Review Order On August 21, 2003, the FCC

released its TRO establishing new rules, which became
effective October 2, 2003, concerning the obligations of
incumbent local exchange carriers, such as our wireline
subsidiaries, to make UNEs available. These rules are
intended to replace the FCC's previous UNE rules, which
were vacated by the D.C. Circuit. With limited exceptions,
the new rules are consistent with the FCC's February 2003
press release summarizing its review.

The TRO, rather than establishing a uniform national
structure for UNEs as we believe was mandated by the
Telecom Act and by the D.C. Circuit, delegates key decisions
on UNEs to the states, including rules for below-cost UNE-P.

In addition, the TRO revised rules regarding combinations
of unbundled local service ("loop" ) and dedicated transport
elements (see disctission of enhanced extended links"

below), which could allow competitors to access our wireline
subsidiaries' high-capacity lines without paying access

charges. As discussed below, numerous legal challenges to
the TRO have been filed by SBC and others with the D.C.
Circuit, which is expected to rule on these challenges in the
first half of 2004.

Set forth below is a summary of the most significant
aspects of the new rules. While these rules apply only to our
wireline subsidiaries, the words "we or "our" are used to
simplify the discussion. In addition, the following discussion
is intended as a summary of issues in the TRO rather than a
precise legal description of all of those specific issues.

~ UNE-P UNE-P is a combination of all of the network
elements necessary to provide complete local service to
a customer. The new rules state that if we are not
required to provide any one of those network elements
then we will not be required to provide the below-cost
UNE-P itself. From a practical perspective, the "switch-
ing" network element is the most relevant component
of the UNE-P, i.e., the element that routes a telephone
call or data to its destination. In its TRO, the FCC

declined to rule whether we must provide the switch-

ing element to competitors at regulated rates, instead
leaving this issue to each state commission to decide.

Although the state commissions must decide this
switching issue, the FCC did establish two presumptions
and a timetable for states to use in reaching their
decision. Specifically, the FCC presumed that unless
we provide unbundled local switching, competitors in

a particular market (1) would face economic or
operational barrier(s) to providing service to consumers
and all but the larger business customers that are
served by high-capacity facilities but (2) would not
face such barriers in their ability to serve these larger
business customers. The TRO leaves the states broad
discretion in defining the relevant markets.

The state commissions had 90 days from October 2,
2003 to challenge the FCC's presumption that barriers
do not exist for providing service to larger business
customers, but no state commissions in our 13-state
area have done so. For all other customers, the states
have nine months to complete their analysis. If a state
commission condudes that operational or economic
barriers do not exist in a market, we can stop
providing below-cost UNE-P to competitors in that
market after a three-year transition period.

~ Enhanced Extended Links We must provide
combinations of unbundled high capacity loops and
transport elements (often referred to as "enhanced
extended links" or EELs) to competitors in certain
circumstances. EELs are used to provide switched and
dedicated services. The TRO revises the test for
determining when EELs must be made available. As

- a result of this change, long-distance carriers and
wireless companies may be able to purchase EELs at
below-cost rates in place of special access services,
which is a component of our wireline revenues. We
expect that this aspect of the TRO could decrease our
wireline revenues as much as $500 until the FCC's next
triennial review. However, to mitigate this potential
impact, we are developing alternatives including new
product bundles and new contract arrangements that
could significantly reduce the $500.
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In June 2003, Cingular completed the transfer of its

license and operations in Kauai, Hawaii and wireless licenses
in Alabama, Idaho, Oklahoma, Mississippi and Washington
for AT&T Wireless' licenses in Alabama, Arkansas, Georgia,

Kentucky, Louisiana, Mississippi, Tennessee and Texas.

In February 2004, Cingular acquired an operational
.cellular system in Louisiana and other FCC licenses in
Louisiana and Texas from Unwired Telecom Corporation

for approximately $28. Also in February 2004, Cingular

completed an exchange transaction with Dobson Cellular
Systems, Inc. (Dobson). Cingular transferred approximately
$22 in cash and wireless property in Michigan to Dobson

in exchange for wireless property in Maryland.

By the end of 2003, Cingular had launched GSM/GPRS
technology in areas covering approximately 93% of its POPs

that carry service. Cingular is in the process of upgrading its
networkto third generation (3G) wireless data technology

by using EDGE. EDGE technology is Cingular's choice for
a 3G wireless communications standard that will allow

customers to access the Internet from their wireless devices

at higher speeds than even GPRS. At December 31, 2003,

Cingular's EDGE technology covered approximately 20%
of its POPs. Cinguiar expects the GSM/GPRS/EDGE network

overlay to be fully complete by the end of 2004.

REGULATORY DEVELOPMENTS

Wireline

FederalRegulation A summary of significant 2003 federal

regulatory developments follows.
Long-Distance Under the Telecom Act, before being

permitted to offer interLATA wireline long-distance service

in any state within the 12-state region encompassed by the

regulated operating areas of Southwestern Bell Texas
Holdings Inc., Pacific Bell Telephone Company, Ameritech
and Nevada Bell (these areas with the addition of Southern

New England Telecommunications Corp.'s area are referred

to as our 13-state area), we were required to apply for and

obtain state-specific approval from the FCC. At the end
of 2002, we offered long-distance service in seven of our

13 states. In 2003, we received approval from the FCC to

offer long-distance service in our remaining six states.
See above under "Expected Growth Areas" for additional
detail on thestatus of our approvals.

Triennial Review Order On August 21, 2003, the FCC

released its TRO establishing new rules, which became

effective October 2, 2003, concerning the obligations of

incumbent local exchange carriers, such as our wireline
subsidiaries, to make UNEs available. These rules are

intended to replace the FCC's previous UNE rules, which

were vacated by the D.C. Circuit. With limited exceptions,
the new rules are consistent with the FCC's February 2003

press release summarizing its review.
The TRO, rather than establishing a uniform national

structure for UNEs as we believe was mandated by the

Telecom Act and by the D.C. Circuit, delegates key decisions

on UNEs to the states, including rules for below=cost UNE-P.
In addition, the TRO revised rules regarding combinations

of unbundled local service ("loop") and dedicated transport
elements (see discussion of "enhanced extended links"

below), which could allow competitors to access our wirellne

subsidiaries' high=capacity lines without paying access

charges. As discussed below, numerous legal challenges to

the TRO have been filed by SBC and others with the D.C.
Circuit, which is expected to rule on these challenges in the
first half of 2004.

Set forth below is a summary of the most significant

aspects of the new rules. While these rules apply only to our
wireline subsidiaries, the words "we" or Uour" are used to

simplify the discussion. In addition, the following discussion
is intended as a summary of issues in the TRO rather than a

precise legal description of all of those specific issues.
• UNE-P UNE-P is a combination of all of the network

elements necessary to provide complete local service to
a customer. The new rules state that if we are not

required to provide any one of those network elements
then we will not be required to provide the below-cost

UNE-P itself. From a practical perspective, the "switch-

ing" network element is the most relevant component
of the UNE-P, i.e., the element that routes a telephone
call or data to its destination, in its TRO, the FCC

declined to rule whether we must provide the switch-

ing element to competitors at regulated rates, instead

leaving th!s issue to each state commission to decide.
Although the state commissions must decide this

switching issue, the FCC did establish two presumptions
and a timetable for states to use in reaching their

decision. Specifically, the FCC presumed that unless
we provide unbundled local switching, competitors in

a particular market (1) would face economic or

operational barrier(s) to providing service to consumers
and all but the larger business customers that are

served by high-capacity facilities but (2) would not
face such barriers in their ability to serve these larger
business customers. The TRO leaves the states broad

discretion in defining the relevant markets.

The state commissions had 90 days from October 2,

2003 to challenge the FCC's presumption that barriers
do not exist for providing service to larger business

customers, but no state commissions in our 13-state
area have done so= For all other customers, the states

have nine months to complete their analysis. If a state

commission concludes that operational or economic
barriers do not exist in a market, we can stop

providing below-cost UNE-P to competitors in that

market after a three-year transition period.
• Enhanced Extended Unks We must provide

combinations of unbundle d high capacity loops and

transport elements (often referred to as "enhanced

extended links" or EELs) to competitors in certain
circumstances. EELs are used to provide switched and
dedicated services. The TRO revises the test for

determining when EELs must be made available. As
a result of this change, long-distance carriers and

wireless companies may be able to purchase EELs at

below<ost rates in place of special access services,
which is a component of our wireline revenues. We

expect that this aspect of the TRO could decrease our
wireline revenues as much as $500 until the FCC's next

triennial review. However, to mitigate this potential

impact, we are developing alternatives including new

product bundles and new contract arrangements that
could significantly reduce the $500.
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Dedicated Transport The TRO redefines dedicated
transport (interoffice lines used by only a single
customer) to include only those transmission facilities
connecting our switches or central offices, thus
eliminating unbundling of connections between our
network and competitor networks. The TRO concludes
that we must continue to provide access to dark fiber
(unused fiber that must be equipped with electronics
before it can transmit a communications signal) and
DS3 and DS1 (line classifications) capacity transport as
UNEs, except where alternative wholesale facilities are
available. State commissions are to perform route-
specific analyses to determine if such alternative
wholesale facilities exist for each of these services.
Dark fiber and DS3 transport services are also each:
subject to review by the state commissions to identify
whether competitors are able to provide their own
facilities. If state analysis determines that there are
no barriers, we will not be required to continue to
provide below-cost transport services.

~ Broadband The TRO eliminates unbundling of certain
telecommunications technology that is primarily used
for transmitting data and high-speed iriternet access
across telephone lines. For example, it eliminates
unbundling of the packet-switching capabilities (a high-

ly efficient method of transmitting data) of our local
loops and eliminates unbundling of certain fiber-to-
the-home (FTTH) loops. FITH loops are fiber-optic loops
that connect directly from our network to customers'
premises. Traditional telephone lines are copper; fiber-
optic lines are made of glass and can carry more
information over far longer distances than copper.
Under the new rules, packet-switching and F|TH loops
are not subject to unbundling requirements; therefore,
we will not be required to sell them to competitors at
below-cost UNE prices. However, we must continue to
provide unbundled access to copper-loop and sub-loop
lines. In areas where fiber-optic lines are installed in

place of copper-loop lines, we will be required to
provide our competitors access either to the existing
copper loop or a non-packetized transmission path
capable of providing voice-grade service over the
fiber-optic lines.

Under a previous FCC order, we were required to
share, on an unbundled basis, the high-frequency
portion, which contains DSL, among other things, of
local telephone lines with competitors. Under the TRO,
this high-frequency portion of the telephone line is no
longer considered a UNE. Current line sharing arrange-
ments:are to be maintained until the FCC's next biennial
review, which will commence in 2004. Competitors may
purchase new line sharing arrangements until October 2,
2004, and will be required to pay increasing amounts
for such new line sharing arrangements over the next
three years, at the end of which customers must be
transitioned to new arrangements. The California State
Regulatory Commission has stated in a decision that it
has independent authority to decide whether the high-
frequency portion of the local telephone line is a UNE

in disregard of the TRO, and we are challenging that
decision in federal court.

Although the TRO's broadband and line sharing
provisions apparently provide some regulatory relief,
we are currently in the process of evaluating them;
therefore, the effects on our financial position and
results of operations cannot be quantified at this time.

~ UNE Prikding Rules In September 2003, the FCC opened
a proceeding to review how the cost structure under-
lying the UNE-pricing rules is determined. These rules
determine the amounts we can charge-for providing
UNEs and have been based on hypothetical "forward-
looking costs". The FCC tentatively concluded that
these forward-looking costs need to more closely
account for the real world attributes of the routing
and topography of the incumbent's network" rather
than using hypothetical networks that may be more
cost-efficient. The FCC will also review certain
assumptions used in determining these costs, including
network utilization factors.

~ Notice of Proposed Rulemaking (NPRM) The TRO

opened a NPRM to seek comment on whether the FCC

should modify its "pick-and-choose" rule that permits
requesting competitors to opt into individual portions
of interconnection agreements without accepting all

the terms and conditions of the agreements.
As the TRO is quite complex and its implementation may

be affected by FCC rulings on petitions for reconsideration,
state commission proceedings or court decisions, we cannot
fully quantify the effects on our financial position or results
of operations at this time. However, the new unbundling
rules will most likely create an even more uncertain and
more complex regulatory environment for our wireline
subsidiaries, possibly resulting in further reductions in

revenues, capital expenditures and employment levels.
Because the new rules, in many cases, give each state
commission the authority to determine whirh rietwork
elements are to be unbundled, the rules will likely vary by
state. The resulting state determinations will also be subject
to implementation and federal appeal on a state-by-state
basis rather than having uniform implementation require-
ments or review at the federal level. Although some relief
appears to have been provided by the broadband provisions
of the TRO, we continue to face uncertainty regarding the
regulatory treatment of our broadband investments
because some of those provisions are ambiguous and they
are under review by the courts and the FCC.

We have filed two legal challenges to these new rules
with the D.C. Circuit. In August 2003, we, along with the
United States Telecom Association (USTA), Qwest
Communications Inc. (Qwest), and BellSouth Corporation
(BellSouth), filed a lawsuit asking the court to vacate those
rules governing the unbundling of both high-capacity
facilities and switching serving non-large businesses. In

September 2003, we, along with the USTA, Qwest,
BellSouth, and Verizon Communications Inc. (Verizon),
filed a lawsuit asking the same court to reject portions
of the new rules, including those concerning UNE-P and
EELs. Other parties have challenged other aspects of the
order, including the FCC's decision to limit unbundling of
broadband facilities. The court consolidated all pending
lawsuits into one proceeding and heard oral arguments
in January 2004.
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Dedicated Transport The TRO redefines dedicated

transport (interoffice lines used by Only a single
customer) to include only those transmission facilities
connecting our switches or central offices, thus

eliminating unbundling of connections between our

network and competitor networks. The TRO concludes
\ = • •

that we must continue to provide access to dark fiber

(unused fiber that must be equipped with electronics
before it can transmit a communications signal) and

DS3 and DS1 (line classifications) capacity transport as

UNEs, except where alternative wholesale facilities are
available. State commissions are to perform mute-

specific analyses to determine if such alternative
wholesale facilities exist for each of these services.

Dark fiber and DS3 transport services are also each

subject to review by the state commissions to identify
whether competitors are able to provide their own

facilities. If state analysis determines that there are

no barriers, we will not be required to continue to
provide below-cost transport services.

Broadband The TRO eliminates unbundling of Certain
telecommunications technology that is primarily used

for transmitting data and higho-speed iriternet access

across telephone lines. For example, it eliminates
unbundling of the packet-switching capabilities (a high-

ly efficient method of transmitting data) of our local
loops and eliminates unbundling of certain fiber-to-
the-home (FTTH) loops. FTI"H loops are fiber-optic loops

that connect directly from our network tO customers'

premises. Traditional telephone lines are copper; fiber-

optic lines are made of glass and can carry more
information over far longer distances than copper.
Under the new rules, packet-switching and FTTH loops

are not subject to unbundling requirements; therefore,

we will not be required to sell them to competitors at
below-cost UNE prices. However, we must continue to

provide unbundled access to copper-!oo p and sub-loop
lines. In areas where fiber-optic lines are installed in

place of copper-loop lines, we will be required to
provide our competitors access either to the existing

copper loop or a non-packetized transmission path

capable of providing voice-grade service Over the

fiber-optic lines.
Under a previous FCC order, we were required to

sh_ire, on an unbundled basis, the high-frequency
portion, which contains DSL, among other things, of

local telephone lines with competitors. Under the TRO,

this high-frequency portion of the telephone line is no

longer considered a UNE. Current line sharing arrange-
ments :are to be maintained until the FCC's next biennial

review,, which will commence in 2004. Competitors may
purchase new line Sharing arrangements until October 2,

2004, and will be required to pay increasing amounts

for such new line sharing arrangements over the next
three years, at the end of which customers must be

transitioned to new arrangements. The California State

Regulatory Commission has stated in a decision that it
has independent authority to decide whether the high-

frequency portion of the local telephone line is a UNE

in disregard of the TRO, and we are challenging that
decision in federal court

Although the TRO's broadband and line sharing
provisions apparently provide some regulatory relief,

we ate currently in the process of evaluating them;
therefore, the effects on our financial position and

results of operations cannot be quantified at this time.

• UNE Pridng Rules In September 2003, the FCC opened
a proceeding to review how the cost structure under-

lying the UNE-pricing rules is determined. These rules
determine the amounts we can charge_for providing

UNEs and have been based on hypothetical "forward-

looking costs". The FCC tentatively concluded that
these forward-looking costs need to "more closely
account for the real world attributes of the routing

and topography of the incumbents network" rather
than using hypothetical networks that may be more
cost-efficient. The FCC will also review certain

assumptions used in determining these costs, including
network utilization factors.

• Notice of Proposed Rulemaking (NPRM) The TRO

opened a NPRM to seek comment on whether the FCC
should modify its "pick-and-choose" rule that permits

requesting competitors to opt into individual portions

of interconnection agreements without accepting all
the terms and conditions of the agreements.

As the TRO is quite complex and its implementation may

be affected by FCC rulings on petitions for reconsideration,
state commission proceedings or court decisions, we cannot
fully quantify the effects on our financial position or results

of operations at this time. However, the new unbundling

rules will most likely create an even more uncertain and
more complex regulatory environment for our wireline

subsidiaries, possibly resulting in further reductions in

revenues, capital expenditures and employment levels.
Because the new rules, in many cases, give each state

commission the authority to determine which network
elements are to be unbundled, the rules will likely vary by

state. The resulting state determinations will also be subject

to implementation and federal appeal on a state-by-state
basis rather than having uniform implementation require-

ment3 or review at the federal level. Although some relief

appears to have been provided by the broadband provisions

of the TRO, we continue to face uncertainty regarding the
regulatory treatment of our broadband investments

because some of those provisions are ambiguous and they

are under review by the courts and the FCC,
We have filed two legal challenges to these new rules

with the D.C. Circuit. In August 2003, we, along with the

United States Telecom Association (USTA), Qwest
Communications Inc. (Qwest), and BellSouth Corporation

(BellSouth), filed a lawsuit asking the court to vacate those
rules governing the unbundling of both high-.capacity

facilities and switching serving non-large businesses. In

September 2003, we, along with the USTA, Qwest,
BellSouth, and Verizon Communications Inc. (Verizon),

filed a lawsuit asking the same court to reject portions

of the new rules, including those concerning UNE-P and

EELs. Other parties have challenged other aspects of the
order, including the FCC's decision to limit unbundling of

broadband facilities. The court consolidated all pending
lawsuits into one proceeding and heard oral arguments

in January 2004.
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Voice over Internet Protocol Voice over internet Protocol
(VoIP) is generally used to describe the transmission of voice
and data using internet-based technology. A company using
this technology can provide services, although not necessarily
of the same quality, often at a lower cost because a
traditional network need not be constructed and maintained
and because this technology has not been subject to
traditional telephone industry regulation. In 2003, the FCC
announced its intention to open a rulemaking proceeding

: on VolP in early 2004. The rulemaking is expected to address
- whether and how a wide range of regulations shouid be

applied to VolP, including issues reiated to federal and state
jurisdiction, intercarrier compensation, universal service,
public safety, consumer protection and other matters.
During 2003, a number of state commissions also began
proceedings to examine the regulatory treatment of VolP.

Notwithstanding the unresolved regulatory questions
before the FCC and the state commissions, numerous
communications providers began providing various forms
of VoIP in 2003, or announced their intentions to do so in
the near future. These providers include both established
companies as well as new entrants. While the deployment
of VolP will result in increased competition for our core
wireline voice services, it also presents growth opportunities
for us to develop new products for our customers, both
within and outside of our 13-state area.

~ Access Charges In October 2002, AT&T filed a petition
with the FCC asking for a declaratory ruling that access
charges (which are paid to telephone companies providing
local service, including our wireline subsidiaries) do not
apply to longMistance service that AT&T transports
for some distance using internet-based technology.
Although this service originates and terminates on the
traditional telephone network, such as those operated
by our wireline subsidiaries, and provides no new
features or functionality relative to AT&T's traditional
long-distance service, ATBT claims that this service should
be exempt from access charges. We have vigorously
opposed AT&T's petition. Should the FCC rule in AT&T's

favor, we would face a significant decrease in our access
charge revenues, not only from AT&T but from other
carriers that would likely begin to offer similar services.
At this time, however, we are not able to quantify the
potential access charge revenue decline that could result
from an adverse FCC ruling. We are not certain as to the
timing of an FCC response on AT&T's petition.

Spedal Access Pricing Flexibility In October 2002, AT&T

requested the FCC revoke current pricing rules for special
access services, a component of our wireline revenues. We
and other parties have challenged AT&T's petition, which
remains pending before the FCC. In November 2003, ATBT
and other competitors filed a petition with the D.C. Circuit,
asking the court to compel the FCC, within 45 days, to issue
a notice of proposed rulemaking vacating these special
access pricing rules. In January 2004, the FCC filed its
opposition to AT&T's petition, and SBC and other carriers
filed a request to intervene in support of the FCC with the
D.C. Circuit The court has not yet ruled on AT&T's petition.
If AT&T's petition is granted, it likely would have a significant
adverse impact on our special access revenues.

Number Portability The FCC has adopted rules allowing
customers to keep their wireline or wireless number when
switching to another company (generally referred to as
"number portability ).While customers have been able for
several years to retain their numbers when switching their
local service between wireline companies, the rules now
require wireless companies to offer number portability
to their customers.

In October 2003, the FCC released an order addressing
many of the issues related to the movirig of customer
numbers between wireless carriers. This order states that
wireless companies cannot delay switching a customer to
collect early termination fees or other amounts owed by
that customer.

In November 2003, the FCC issued an order that enabled
customers to move wireline telephone numbers to wireless
providers where coverage areas were overlapping. The FCC

has begun a proceeding to resolve issues regarding moving
wireless numbers to wireline providers. The FCC is also
considering whether to allow wireline companies to recover
their costs to implement wireless number portability (we
estimate our total costs to be $55). Accordingly, we cannot
currently determine the financial effects of all of these
issues. In addition, there are legal challenges to these
decisions pending in federal court.

Coalition for Affordable Local and Long Distance Service
(CALLS) In September 2001, the United States Court of
Appeals for the Fifth Circuit (5th Circuit) ruled on appeal
of the FCCs May 2000 CALLS order restructuring federal
price cap regulation. Although the 5th Circuit upheld the
order in most key respects, it reversed and remanded to
the FCC two specific aspects of the order.

~ The 5th Circuit held that the FCC failed to sufficiently
justify an incremental $650 in universal service funding
and remanded to the FCC for further explanation of
the amount; and

~ held that the FCC failed to show a rational basis for
how it derived the 6.5o/o transitional mechanism, i.e.,
the productivity factor used to reduce access rates
until a targeted average rate is achieved, and
remanded to the FCC for an explanation of how
the percentage was derived.

In response to the court's remand, in July 2003 the FCC

issued an order upholding its original determinations and
providing further justification for the.$650 in universal
service funding and the transitional mechanism.

Ameritech Merger In association with its approval of
the October 1999Ameritech merger, the FCC set specific
performance and reporting requirements and enforcement
provisions that mandate approximately $2,000 in potential
payments through May 2004, if certain goals were not met.
Associated with these conditions, we incurred approximately
$14, $20 and $94 in 2003, 2002 and 2001 in additional
expenses, including payments for failing to meet certain
performance measurements. Approximately $8 in potential
payments could still be triggered through May 2004.

The effects of the FCC decisions on the above topics are
dependent on many factors inciuding, but not limited to,
the ultimate resolution of the pending appeals; the number
and nature of competitors requesting interconnection,
unbundling or resale; and the results of the state regulatory
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Voice over Internet Protocol Voice over Internet Protocol

(VolP) is generally used to describe the transmission of voice

and data using internet-based technology. A company using

this technology can provide services, although not necessarily
of the same quality, often at a lower cost because a
traditional network need not be constructed and maintained

and because this technology has not been subject to

traditional telephone industry regulation, in 2003, the FCC

announced its intention to open a rulemaking proceeding
on VolP in early 2004. The rulemaking is expected to address
whether and how a wide range of regulations should be

applied to VolP, including issues related to federal and state

jurisdiction, intercarrier compensation, universal service,
public safety, consumer protection and other matters.
During 2003, a number of state commissions also began

proceedings to examine the regulatory treatment of VolP.
Notwithstanding the unresolved regulatory questions

before the FCC and the state commissions, numerous

communications providers began providing various forms
of VolP in 2003, or announced their intentions to do so in

the near future. These providers include both established

companies as well as new entrants. While the deployment
of VolP will result in increased competition for our core

wireline voice services, it also presents growth opportunities

for us to develop new products for our customers, both
within and outside of our 13-state area.

• Access Charges In October 2002; AT&T filed a petition
with the FCC asking for a declaratory ruling that access

charges (which are paid to telephone companies providing
local service, including our wireline subsidiaries) do not

apply to long-distance service that AT&T transports
for some distance using internet-based technology.

Although this service originates and terminates on the
traditional telephone network, such as those operated

by our wire!ine subsidiaries, and provides no new
features or functionality relative to AT&T's traditional

long-distance service, AT&T claims that this service should

be exempt from access charges. We have vigorously
opposed AT&T's petition. Should the FCC rule in AT&T's

favor, we would face a significant decrease in our access

charge revenues, not only from AT&T but from other
carriers that would likely begin to offer similar services.

At this time, however, we are not able to quantify the
potential access charge revenue decline that could result

from an adverse FCC ruling. We are not certain as to the

timing of an FCC response on AT&T's petition.

Special Access Pricing Flexibility In October 2002, AT&T
requested the FCC revoke current pricing rules for special

access services, a component of our wireline revenues. We
and other parties have challenged AT&T's petition, which

remains pending before the FCC. In November 2003, AT&T

and other competitors filed a petition with the D.C. Circuit,

asking the court to compel the FCC, within 45 days, to issue
a notice of proposed rulemaking vacating these special

access pricing rules. In January 2004, the FCC filed its

opposition to AT&T's petition, and SBC and other carriers
filed a request to intervene in support of the FCC with the

D.C. Circuit. The court has not yet ruled on AT&T's petition.

If AT&T's petition is granted, it likely would have a significant
adverse impact on our special access revenues.

Number Portability The FCC has adopted rules allowing

customers to keep their wireline or wireless number when

switching to another company (generally referred to as
_number portabilityu). While customers have been able for
several years to retain their numbers when switching their

local service between wireline companies, the rules now

require wireless companies to offer number portability •
to their customers.

In October 2003, the FCC released an order addressing

many of the issues related to the moving of customer
numbers between wireless carriers. This order states that

wireless companies cannot delay switching a customer to

collect early termination fees or other amounts owed by
that customer.

In November 2003, the FCC issued an order that enabled

customers to move wireline telephone numbers to wireless
providers where coverage areas were overlapping. The FCC

has begun a proceeding to resolve issues regarding moving

wireless numbers to wireline providers. The FCCis also
considering whether to allow wireline companies to recover
their costs to implement wireless number portability (we
estimate our total costs to be $55). Accordingly, we cannot

currently determine the financial effects of all of these

issues. In addition, there are legal challenges to these

decisions pending in federal court.
Coalition for Affordable Local and Long Distance Service

(CALLS) In September 2001, the United States Court of
Appeals for the Fifth Circuit (5th Circuit) ruled on appeal

of the FCC's May 2000 CALLS order restructuring federal

price cap regulation. Although the 5th Circuit upheld the
order in most key respects, it reversed and remanded to

the FCC two specific aspects of the order.
• The 5th Circuit held that the FCC failed to sufficiently

justify an incremental $650 in universal service funding
and remanded to the FCC for further explanation of

the amount; and
• held that the FCC failed to show a rational basis for

how it derived the 6.5% transitional mechanism, i.e.,

the productivity factor used to reduce access rates

until a targeted average rate is achieved, and
remanded to the FCC for an explanation of how

the percentage was derived.

In response t o the court's remand, in July 2003 the FCC
issued an order upholding its original determinations and

providing further justification for the .$650 in universal

service funding and the transitional mechanism.
Ameritech Merger In association with its approval of

the October 1999 Ameritech merger, the FCC set specific

performance and reporting requirements and enforcement
provisions that mandate approxirnately $2,000 in potential

payments through May 2004, if certain goals were not met.

Associated with these conditions, we incurred approximately
$14, $20 and $94 in 2003, 2002 and 2001 in additional

expenses, including payments for failing to meet certain

performance measurements. Approximately $8 in potential

payments could still be triggered _rough May 2004.
The effects of the FCC decisions on the above topics are

dependent on many factors including, but not limited to,
the ultimate resolution of the pending appeals; the number

and nature of competitors requesting interconnection,

unbundling or resale; and the results of the state regulatory
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commissions' review and handling of related matters within
their jurisdictions. Accordingly, we are not able to assess
the total potential impact of the FCC orders and proposed
rulemakings.

State Regulation A summary of significant 2003 state
regulatory developments follows.

California Audit In August 2003, two alternate sets of
proposed findings on the 1997-1999audit of our California
wireline subsidiary were presented to the California Public
Utility Commission (CPUC). The two proposed sets of
findings differed in many respects but both concluded that
our subsidiary should issue refunds, i.e., service credits, in
amounts ranging from $162 to $661. Subsequent revisions
to those proposed findings have changed the range to $0
to $466. While the subsequent revisions have decreased the
range, we believe that both sets of findings still contain
errors and that the refunds should be eliniinated. These
two alternative findings are presently before the CPUC for
consideration. The CPUC may completely or partially accept
or reject any of these proposed findings. We do not know
when the CPUC will make a final decision or what its
decision will be.

-Illinois UNE Legislation In May 2003, the Illinois legis-
lature passed legislation concerning wholesale prices our
Illinois wireline subsidiary can charge local service competitors,
such as AT&T and MCI, for leasing its local telephone network
(UNE rates). The new law directed the Illinois Commerce
Commission (ICC) to set wholesale rates based on actual
data, including our subsidiary's actual network capacity and
actual depreciation rates shown on our financial statements.
In June 2003, the United States District Court for the Northern
District of illinois Eastern Division issued a temporary order
blocking implementation of this law. The order was made
final in July 2003. In November 2003, the United States Court
of Appeals for the Seventh Circuit (7th Circuit) affirmed that
the law was invalid as it only addressed two of the factors
required by the federal standards that instruct the states
how to set the UNE rates. However, the 7th Circuit also stated
that the current UNE rates in effect must be updated to
comply with federal law as of 2003. The 7th Circuit instructed
the ICC to quickly address these out-of-date rates and to
reinstate the UNE rate proceeding that had been previously
terminated by the law's passage. 'The ICC UNE rate proceedings
are currently underway.

Indiana UNE-P In January 2004, the Indiana Utility
Regulatory Commission (IURC) increased some of the whole-
sale prices our Indiana wireline subsidiary can charge local
service competitors, such as AT&T and MCI, for leasing its
local telephone network (UNE rates). Although the IURC
increased UNE-P rates approximately 30%, they remain
below our cost of providing service. AT&T and MCI have
both indicated that they plan to appeal this decision.

COMPETITION

Competition continues to increase for telecommunications
and information services, and regulations, such as the UNE-P
rules, have increased the opportunities for alternative
communications service providers. Technological advances
have expanded the types and uses of services and products
available. In addition, lack of regulation of comparable

alternative technologies (e.g., VolP) has lowered costs for
alternative providers. As a result, we face heightened
competition as well as some new opportunities in significant
portions of our business.

Wireline
Our wireline subsidiaries expect increased competitive
pressure in 2004 and beyond from multiple providers in

various markets, including facilities-based local competitors,
interexchange carriers and resellers. In some markets, we
compete with large cable companies such as Comcast
Corporation, Cox Communications, Inc. and Time Warner Inc.
for local and high-speed internet services customers and
long-distance companies such as AT&T and MCI for both
long-distance and local services customers. Substitution of
wireless and internet-based services for traditional local
service lines also continues to increase. At this time, we are
unable to assess the effect of competition on the industry
as a whole, or finar'icially on us, but we expect both losses
of market share in local service and gains resulting from
new business initiatives, bundling of products and services,
our new Iong-distance service areas and broadband.

Our wireline subsidiaries remain subject to extensive
regulation by state regulatory commissions for intrastate
services and by the FCC for interstate services. In contrast,
our competitors are often subject to less or no regulation
in providing comparable voice and data services. State
legislative and regulatory developments over the last several
years allow increased competition for local exchange
services. Under the Telecom Act, companies seeking to
interconnect to our wireline subsidiaries' networks and
exchange local calls must enter into interconnection
agreements with us. These agreements are then subject to
approval by the appropriate state commission. As noted in
the "Operating Environment Overview" section above, the
mandated rates set by certain state commissions, including
those in California, Illinois, Michigan, Ohio and indiana, are
significantly below our cost and contribute substantially
to our continued decline in access line revenues and profit- '

ability. As of December 31, 2003 and 2002, we had approxi-
mately 445,000 and 801,000 access lines (approximately 0.8%
and 1A% of our total access lines) supporting services of
resale competitors throughout our 13-state area, primarily
in Texas, California ahd illinois. If current UNE-P regulations
remain in place, we would expect our resale access lines to
continue to decrease as UNE-P lines replace resale lines,
mitigated by the opportunities provided us by bundling.

In addition to these wholesale rate and service regulations
noted above, all of our wireline subsidiaries operate under
state-specific elective "price cap regulation" for retail services
(also referred to as "alternative regulation" ) that was either
legislatively enacted or authorized by the appropriate state
regulatory commission. Prior to price cap regulation, our
wireline subsidiaries were under "rate of return regulation .
Under rate of return regulation, the state regulatory
commissions determined an allowable rate of return we
could earn on plant in service and set tariff rates to recover
the associated revenues required to earn that return. Under
price cap regulation, price caps are set for regulated services
and are not tied to the cost of providing the services or to
rate of return requirements. Price cap rates may be subject
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commissions' review and handling of related matters within

their jurisdi.ctions. Accordingly, we are not able to assess
the total potential impact of the FCC orders and proposed
rulemakings.

State Regulation A summary of significant 2003 state
regulatory developments follows.

California Audit In August 2003, two alternate sets of
proposed findings on the 1997-1999 audit of our California

wireline subsidiary were presented to the California Public

Utility Commission (CPUC). The two proposed sets of
findings differed in many respects but both concluded that

our subsidiary should issue refunds, i.e., service credits, in
amounts ranging from $162 to $661. Subsequent revisions

to those proposed findings have changed the range to $0

to $466. While the subsequent revisions have decreased the
range, we believe that both sets of findings still contain
errors and that the refunds should be eliniinated. These

two alternative findings are presently before the CPUC for
consideration. The CPU c may completely or partially accept

or reject any of these proposed findings. We do not know
when the CPUC will make a final decision or what its
decision will be.

oIllinois UNE Legislation In May 2003, the Illinois legis-
lature passed legislation concerning wholesale prices our

Illinois wireline subsidiary can charge local service competitors,
such as AT&T and MCl, for leasing its local telephone network
(UNE rates). The new law directed the Illinois Commerce
Commission (ICC) to set wholesale ra_ces based on a_ual

data, including our subsidiary's actual network capacity and
actual depreciation rates shown on our financial statements.

In June 2003, the United States District Court for the Northern

District of Illinois Eastern Division issued a temporary order
blocking implementation of this law. The order was made

final in July 2003. In November 2003, the United States Court
of Appeals for the Seventh Circuit (7th Circuit) affirmed that

the law was invalid as it on!y addressed two of the factors
required by the federal standards that instruct the states
how to set the UNE rates. However, the 7th Circuit also stated

that the current UNE rates in effect must be updated to

comply with federal law as of 2003. The 7th Circuit instructed
the ICC to quickly address these out-of-date rates and to ,

reinstate the UNE rate proceeding that had been previously

terminated by the laws passage:The ICC UNE rate proceedings
are currently underway.

Indiana UNE-P In January 2004, the Indiana Utility
Regulatory Commission (IURC} increased some of the whole-

sale prices our Indiana wireline subsidiary can charge local
service competitors, such as AT&T and MCl, for leasing its

local telephone network (UNE rates). Although the IURC

increased UNE-P rates approximately 30%, they remain

below our cost of providing service. AT&T and MCl have
both indicated that they plan to appeal this decision.

COMPETITION

Competition continues to increase for telecommunications

and information services, and regulations, such as the UNE-P
rules, have increased the opportunities for alternative

communications service providers. Technological advances
have expanded the types and uses of services and products

available. In addition, lack of regulation of comparable

alternative technologies (e.g., VolP} has lowered costs for

alternative providers. As a result, we face heightened
competition as well as some new opportunities in significant

portions of our business.

Wireline

Our wireline subsidiaries expect increased competitive
pressure in 2004 and beyond from multiple providers in

various markets, including facilities-based local competitors,
interexchange carriers and resellers. In some markets, we
Compete with large cable companies such as Comcast

Corporation, Cox Communications, Inc and Time Warner Inc.

for local and high-speed internet services customers and
10ng-distance companies such as AT&T and MCI for both

long-distance and local services customers._Substitution of :
wireless and internet-based services for traditional local

service lines also continues to increase. At this time, we are

unable to assess the effect of competition on the industry
as a whole, or finaricially on us, but we expect both losses

of market share in local service and gains resulting from
new business,initiatives, bundling of products and services,

our new long-distance service areas and broadband.

Our wireline subsidiaries remain subject to extensive
regulation by state regulatory commissions for intrastate

services and by the FCC for interstate services. In contrast,
our competitors are often subject to less or no regulation

in providing comparable voice and data services. State

legislative and regulatory developments over the last several
years allow increased competition for local exchange ....

services. Under the Telecom Act, companies seeking to
interconnect to our wireline subsidiaries' networks and

exchange local calls must enter into interconnection

agreements with us. These agreements are then subject to
approval by the appropriate state commission. As noted in

the "Operating Environment Overview" section above, the
mandated rates set by certain state commissions, including

those in California, Illinois, Michigan, Ohio and Indiana, are

significantly below our cost and contribute substantially

to our continued decline in access line revenues and profit-
ability. As of December 31, 2003 and 2002, we had approxi-

mately 445,000 and 801,000 access lines (approximately 0.8%

and 1.4% of our total access lines) supporting services of
resale competitors throughout our 13-state area, primarily

in Texas, California and Illinois. If current UNE-P regulations
remain in place, we would expect our resale access lines to

continue to decrease as UNE-P lines replace resale lines,

mitigated by the opportunities provided us by bundling.

In addition to these wholesale rate and service regulations
noted above, all of our wireline subsidiaries operate under

state-specific elective "price cap regulation" for retail services
(also referred to as "alternative regulation") that was either

legislatively enacted or authorized by the appropriate state

regulatory commission. Prior to price cap regulation, our

wireline subsidiaries were under "rate of return regulation,.
Under rate of return regulation, the state regulatory
commissions determined an allowable rate of return we

could earn on plant in service and set tariff rates to recover

the associated revenues required to earn that return. Under

price cap regulation, price caps are set for regulated services
and are not tied to the cost of providing the services or to

rate of return requirements. Price cap rates may be subject
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to or eligible for annual decreases or increases and also may
be eligible for deregulation or greater pricing flexibility if
the associated service is deemed competitive under some
state regulatory commission rules. Minimum customer
service standards may also be imposed and payments
required if we fail to meet the standards.

One of our responses to the multiple competitive
pressures discussed above was our fourth-quarter 2002
launch of a single-brand packaging strategy that rewards
customers who consolidate their services (e.g., local and
long-distance telephone, DSL and wireless) with us. Calle'd
"SBCConnections", the new initiative delivers integrated
bundles using a single bill. During 2004, we expect to
continue focusing on bundling wireline and wireless
services, including combined packages of minutes. In

addition, we also plan to add to our bundled offerings
a video service through an agreement with EchoStar
Communications Corporation (EchoStar) (see "Other
BuslneSs Matters" below).

Cingular
Cingular faces substantial and increasing competition in all

aspects of the wireless communications industry. Under
current FCC rules, six or more PCS licensees, two cellular
licensees and one or more enhanced specialized mobile
radio licensees may operate ih each of Cingular's markets,
which has resulted in the presence of multiple competitors.
Cingular's competitors are principally five national (Verizon
Wireless, AT&T Wireless, Sprint PCS, Nextel Communications
and T-Mobile) and a larger number of regional providers of
cellular, PCS and other wireless communications services.
See "Other Business Matters" for details on Cingular's

pending acquisition of AT&T Wireless.
Cingular may experience significant competition from

companies that provide similar services using other
communications technologies and services. While some of
these technologies and services are now operational, others
are being developed or may be developed in the future.
Cingular competes for customers based principally on price,
service offerings, cali quality, coverage area and customer

. service. See discussion of EDGE technology in "Wireless"
under "Expected Growth Areas" above.

Directory
Our directory subsidiaries face competitiori from over
100 publishers of printed directories in their operating areas.
Direct ai)d indirect competition also exists from other
advertising media, including newspapers, radio, television
and direct-mail providers, as well as from directories offered
over the Internet

ACCOUNTING POLICIES AND STANDARDS

Significant Accounting Policies and Estimates Because of
the size of the financial statement line items they relate to,
some of our accounting policies and estimates have a more
significant impact on our financial statements than others:

~ Our depreciation of assets, including use of composite
group depreciation and estimates of useful lives, is

described in Notes 1 and 5. We assign useful lives based
on periodic studies of actual asset lives. Changes in
those lives with significant impact on the financial
statements must be disclosed, but no such changes have

occurred in the three years ended December 31, 2003.
However, if all other factors were to remain unchanged,
we expect a one-year increase in the useful lives of
three of the largest categories of our plant in service
(which accounts for approximately 60% of our total
plant in service) would result in a decrease of between
$340 and $370 in our 2004 depreciation expense and
a one-year decrease would result in an increase of
between $420 and $450 in our 2004 depreciation
expense. Effective January 1, 2003, as required by
FAS 143, we decreased our depreciation rates to
exclude costs of removal in certain circumstances.
This change is discussed further under "New
Accounting Standards" below.

~ Our bad debt allowance is estimated primarily based on
analysis of history and future expectations of our retail
and our wholesale customers in each of our operating
companies. For retail customers, our estimates are based
on our actual historical write-offs, net of recoveries,
and the aging of accounts receivable balances. Our
assumptions are reviewed at least quarterly and
adjustments are made to our bad debt allowance as
appropriate. For our wholesale customers, we use a
statistical model based on our aging of accounts
receivable balances. Our risk categories, risk percentages
and reserve balance assumptions built into the model
are reviewed monthly and the bad debt allowance is

adjusted accordingly. If uncollectibility of our billed
revenue changes by 1%,we would expect a change
in uncollectible expense of between $200 and $250.

~ Our actuarial estimates of retiree benefit expense
and the associated significant weighted-average
assumptions are discussed in Note 10. One of the most
significant of these is the return on assets assumption,
which was 8.5% for the year ending December 31, 2003.
This assumption will remain unchanged for 2004.
If all other factors were to remain unchanged, we
expect a 1% decrease in the expected long-term rate
of return would cause 2004 combined pension and
postretirement cost to increase approximately $408
over 2003 (analogous change would result from a 1%
increase). The 10-year returns on our pension plan were
9.8% through 2003, induding the adverse effects of
2000 through 2002. Under GAAP, the expected long-
term rate of return is calculated on the market-related
value of assets (MRVA). GAAP requires that actual gains
and losses on pension and postretirement plan assets
be recognized in the MRVA equally over a period of up
to five years. We use a methodology, allowed under
GAAP, under which we hold the MRVA to within 20%
of the actual fair value of plan assets, which can have
the effect of accelerating the recognition of excess
actuai gains and losses into the MRVA in less than
five years. Due to investment losses on plan assets
experienced through 2002, this methodology
contributed approximately $605 to our combined net
pension and postretirement cost in 2003 as compared
with the methodology that recognizes gains and losses
over a full five years. This methodology did not have a
significant effect on our 2002 or 2001 combined net
pension and postretirement benefit as the MRVA was
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to or eligible for annual decreases or increases and also may
be eligible for deregulation or greater pricing flexibility if

the associated service is deemed competitive under some
state regulatory commission rules. Minimum customer

service standards may also be imposed and payments
required if we fail to meet the standards.

One of our responses to the multipl e competitive

pressures discussed .above was our fourth-quarter 2002
launch of a single-brand packaging strategy that rewards
customers who consolidate their services (e.g., local and

long-distance telephone, DSL and wireless) with us. Called

"SBC Connections", the new initiative delivers integrated
bundles using a single bill. During 2004, we expect to

continue focusing on bundling wireline and wireless

services, including combined packages of minutes. In
addition, we also plan to add to our bundled offerings

a video service through an agreement with EchoStar
Communications Corporation (EchoStar) (see "Other

Business Matters" below).

Cingular
Cingular faces substantial and increasing compeUtion in all
aspects of the wireless communications industry. Under

current FCC rules, six or more PCS licensees, two cellular
licensees and one or more enhanced specialized mobile

radio licensees may operate ih each of Cingular's markets,

which has resulted in the presence of multiple competitors.
Cingular's competitors are principally five national (Verizon

Wireless, AT&T Wireless, Sprint PCS, Nextel Communications

and T-Mobile) and a larger number of regional providers of
cellular, PCS and other wireless communications services.

See "Other Business Matters" for details on Cingular's
pending acqu!sition of AT&T Wireless.

Cingular may experience significant competition from
companies that provide similar services using other

communications technologies and services. While some of

these technologies and services are now operational, others
are being developed or may be developed in the future.
Cingular competes for customers based principally on price,

service offerings, call quality, coverage _irea and customer
• service. See discussion of EDGE technology in "Wireless"

under "Expected Growth Areas" above.

Directory
Our directory Subsidiaries face competition from over

100 publishers ofprinted directories in their operating areas.

Direct add indirect competition also exists from other
advertising media, including newspapers, radio, television

and direct-mail providers, as well as from directories offered
Over the Intemet_

ACCOUNTING POLICIES AND STANDARDS :_

Significant Accounting Policies and Estimates Because of

the size of the financial statement line items they relate to,

someof our accounting policies and estimates have a more

significant impact on our financial statements than others:

• Our depreciation of assets, including use of composite
group depreciation and estimates of useful lives, is

described in Notes 1 and 5. We assign useful lives based
on periodic studies of actual asset lives. Changes in

those lives with significant impa_ on the financial
statements must be disclosed, but no such changes have

occurred in the three years ended December 31, 2003.

However, ff all other factors were to remain unchanged,

we expect a one-year increase in the useful lives of
three of the largest categories of our plant in service

(which accounts for approximately 60% of our total
plant in service) would result in a decrease of between

$340 and $370 in our 2004 depreciation expense and

a one-year decrease would result in an increase of

between $420 and $450 in our 2004 depreciation
expense. Effective January I, 2003, as required by

FAS 143, we decreased our depreciation rates to
exclude costs of removal in certain circumstances.

This change is discussed further under "New

Account!ng Standards" below.

• Our bad debt allowance is estimated primarily based on
analysis of history and future expectations of our retail

and our wholesale customers in each of our operating
companies. For retail customers, our estimates are based

on our actual historical write-offs, net of recoveries,

and the aging of accounts receivable balances. Our
assumptions are reviewed at least quarterly and
adjustments are made to our bad debt allowance as

appropriate. For our wholesale customers, we use a

statistical model based on our aging of accounts

receivable balances. Our risk categories, risk percentages
and reserve balance assumptions built into the model

are reviewed monthly and the bad debt allowance is
adjusted accordingly. If uncollectibility Of our billed

revenue changes by 1%, we would expect a change
in uncollectible expense of between $200 and $250.

• Our actuarial estimates of retiree benefit expense

and the associated significant weighted-average
assumptions are discussed in Note 10. One of the most

significant of these is the return on assets assumption,
which was 8.5% for the year ending December 31, 2003.

This assumption will remain unchanged for 2004.

If all other factors were to remain unchanged, we
expect a 1% decrease in the expected long-term rate

of return would cause 2004 combined pension and

postretirement cost to increase approximately $408

over 2003 (analogous change would result from a I%
increase). The 10-year returns on our pension plan were

9.8% through 2003, including the adverse effects of

2000 through 2002. Under GAAP, the expected long-
term rate of return is calculated on the market-related

value of assets (MRVA). GAAP requires that actual gains

and losses on pension and postret.irement plan assets
, be recognized in the MRVA equally over a period of up

to five years. We use a methodology, allowed under
GAAP, under which we hold the MRVA to within 20%

of the actual fair value of plan assets, which can have
the effect of accelerating the recognition of excess

actual gains and losses into the MRVA in less than
five years. Due to investment losses on plan assets

experienced through 2002, this methodology
contributed approximately $605 to our combined net

Pension and postretirement cost in 2003 as compared

with the methodology that recognizes gains and losses
over a full five years. This methodology did not have a

Significant effect on our 2002 or 2001 combined net
pension and postretirement benefit as the MRVA was
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almost equal to the fair value of plan assets. We do not
expect this methodology to have a significant impact in

our combined net pension and postretirement costs in
2004. Note 10 also discusses the effects of certain
changes in assumptions related to medical trend rates
on retiree health care costs.

~ Our estimates of income taxes and the significant items
giving rise to the deferred assets and liabilities are
shown in Note 9 and reflect our assessment of actual
future taxes to be paid on items reflected in the financial
statements, giving consideration to both timing and
probability of these estimates. Actual income taxes could
vary from these estimates due to future changes in
income tax law or results from final IRS review of our
tax returns. We have considered these potential changes
and have provided amounts within our deferred tax
assets and liabilities that reflect our judgment of the
probable outcome of tax contingencies. We continue
to believe that our tax return positions are fully
supportable. Unfavorable settlement of any particular
issue could require use of our cash. Favorable resolution
could be recognized as a reduction to our tax expense.
We periodically review the amounts provided and adjust
them in light of changes in facts and circumstances, such
as the progress of a tax audit.

~ Our policy on valuation of intangible assets is described
in Note 1. In addition, for cost investments, we evalu-
ate whether mark-to-market declines are temporary
and reflected in other comprehensive income, or other
than temporary and recorded as an expense in the
income statement; this evaluation is based on the
length of time and the severity of decline in the invest-
ment's value. Significant asset and investment valuation
adjustments we have made are discussed in Note 2.

~ We use the fair value recognition provisions of
Statement of Financial Accounting Standards No. 123,
"Accounting for Stock-Based Compensation" (FAS 123)
to account for our stock option grants. The estimated
fair value of the options granted is amortized to
expense over the options' vesting period. The fair value
for these options was estimated at the date of grant,
using a Black-Scholes option pricing model. Two of the
more significant assumptions used in this estimate are
the expected option life and the expected volatility,
which we estimate based on historical information.
Had we not adopted the fair value recognition
provisions of FAS 123 and chose to continue using the
intrinsic value-based method of accounting, we would
not have recorded any stock option expense in all
years presented. With the recent trend of reducing
the number of options granted, we expect this policy
will become less significant in the future.

New Accounting Standards
FSP FAS 106-1 In January 2004, in response to the recently
passed federal Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (Medicare Act), the FASB issued
preliminary guidance on accounting for the Medicare Act
(FSP FAS 106-1). In accordance with FSP FAS 106-1, a sponsor
of a postretirement health care plan that provides a
prescription drug benefit, such as us, may make a one-time
election to defer accounting for the subsidy provided by the

Medicare Act. In order for us to receive the subsidy payment
under the Medicare Act, the value of our offered prescrip-
tion drug plan must be at least equal to the value of the
standard prescription drug coverage provided under
Medicare Part D, referred to as actuarially equivalent. Due
to our lower deductibles and better coverage of drug costs,
we believe that our plan is of greater value than Medicare
Part D. Accordingly, we adopted FSP FAS 106-1 and account-
ed for the Medicare Act as a plan amendment and recorded
the adjustment in the amortization of our liability, from the '

date of enactment of the Medicare Act, December 2003.
Upon adoption, this decreased our accumulated post-
retirement benefit obligation by $1,629, which, because it
was enacted during 2003, was calculated using our year end,
2002 assumed discount rate of 6.75o/o. Had, at the tim'e of
adoption, we used our year end 2003 assumed discount
rate of 6.25/o, we would have decreased our accumulated
postretirement benefit obligation by $1,888. We expect
future annual decreases in prescription drug expense of
$250 to $350. Our accounting assumes that we are actuarially
equivalerit to Medicare Part D, that our plan will continue to
be the primary plan for our retirees and that we will receive
the subsidy. We do not expect that the Medicare Act will
have a significant effect on our retirees' participation in our
postretirement benefit plan. Specific authoritative guidance
on the accounting for federal subsidy is still pending before
the FASB and that guidance, when issued, could require us

to change our estimates.
FAS 132 In December 2003, the FASB revised Statement

of Financial Accounting Standards No. 132, "Employers'
Disclosures about Pensions and Other Postretirement'
Benefits (FAS 132). FAS 132, as revised, retains the
disclosure requirements provided by the original FAS 132
and adds disclosure requirements for information describing
the types of plan assets, investment strategies, measurement
dates, plan obligations, cash flows and components of net
periodic benefit costs recognized during interim periods, for
statements with fiscal years ending after December 15, 2003.
FAS 132 addresses disclosure only; it does not address other
accounting issues such as measurement and recognition of
amounts (see Note 10).

FIN 46 ln January 2003, the FASB issued FASB
Interpretation No. 46 "Consolidation of Variable Interest
Entities, an Interpretation of Accounting Research Bulletin
(ARB) No. 51" (FIN 46). FIN 46 provides guidance for
determining whether an entity is a variable interest entity
(VIE), and which equity investor of that VIE, if any, should
include the VIE in its consolidated financial statements. In

December 2003, the FASB staff revised FIN 46 to clarify some
of the provisions. For certain-VIEs, FIN 46 became effective
for periods ending after December 15, 2003. In 2003, we
recorded an extraordinary loss of $7, net of taxes of $4,
related to consolidation of real estate leases under FIN 46.
In addition, the revision delayed the effective date for appli-
cation of FIN 46 by large public companies, such as us, until
periods ending after March 15, 2004 for all types of VIEs
other than special-purpose entities, including our investment
in Cingular. We are currently evaluating how the provisions
of FIN 46 will affect our accounting for Cingular.

FAS 143 On January 1, 2003, we adopted Statement
of Financial Accounting Standards No. 143, "Accounting for
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almost equal to the fair value of plan assets.We do not
expect this methodology to have a significant impact in
our combined net pension and postretirement costs in
2004. Note 10 also discusses the effects of certain

changes in assumptions related to medical trend rates
on retiree health care costs.

• Our estimates of income taxes and the significant items
giving dse to the deferred assets and liabilities are
shown in Note 9 and reflect our assessment of actual
future taxes to be paid on items reflected in the financial
statements, giving consideration to both timing and
probability Of these estimates. Actual income taxes could
vary from these estimates due to future changes in
income tax law or results from final IRS review of our

tax returns. We have considered these potential changes
and have PrOvided amounts within our deferred tax
assets and liabilities that reflect our judgment of the
pml_able outcome of tax contingencies. We continue
to believe that our tax return positions are fully
Supportable. Unfavorable settlement of any particular
issue could require use of our cash. Favorable resolution
could be recognized as a reduction to our tax expense.
We periodically review the amounts provided and adjust
them in light of changes in facts and circumstances, such
as the progress of a tax audit.

• Our policy on valuation of intangible assets is described
in Note 1. In addition, for cost investments, we evalu-
ate whether mark-to-market declines are temporary
and reflected in other comprehensive income, or other
than temporary and recorded as an expense in the
income statement; this evaluation is based on the
length of time and the severity of decline in the invest-
ment's value. Significant asset and investment valuation
adjustments we have made are discussed in Note 2.

• We use the fair value recognition provisions of
Statement of Financial Accounting Standards No. 123,
"Accounting for Stock-Based Compensation" (FAS 123)
to account for our stock option grants. The estimated
fair value of the options granted is amortized to
expense over the options' vesting period. The fair value
for these options was estimated at the date of grant,
Usinga Black-Scholesoption pricing model. Two of the
more significant assumptions used in this estimate are

the expected option life and the expected volatility,
which we estimate based on histodcal information.

Had we not adopted the fair value recognition
provisions of FAS 123 and chose to continue using the
intrinsicvalue-based method of accounting, we would
not have recorded any stock option expense in all
years presented. With the recent trend of reducing

• the number of options granted, we expect this policy
will become less significant in the future.

New Accounting Standards

FSPFAS 106-1 In January 2004, in response to the recently
passed federa! Medicare Prescription Drug, Improvement and

:: Modernization Act of 2003 (Medicare ACt), the FASBissued
preliminary guidance on accounting for the Medicare Act
(FSPFAS 106-t). In accordance with FSP FAS 106-1, a sponsor
of a postretirement health care plan that provides a
prescription drug benefit, such as us, may make a one-time
election to defer accounting for the subsidy provided by the

Medicare Act. In order for us to receive the subsidypayment
under the Medicare Act, the value of our offered prescrip-
tion drug plan must be at least equal to the value of the :
standard prescription drug coverage provided under
Medicare Part D, referred to as actuarially equivalent. Due

to our lower deductibles an_ better coverage of drug costs,
we believe that our plan is of greater value than Medicare
Part D. Accordingly, we adopted FSPFAS 106-1 and account-
ed for the Medicare Act as a plan amendment and recorded
the adjustment in the amortization of our liability, from the
date of enactment of the Medicare Act, December 2003.
Upon adoption, this decreased our accumulated post-
retirement benefit obligation by $1,629, which, because it
was enacted during 2003, was calculated using our year end,
2002 assumed discount rate of 6.75%. Had, at the time of
adoption, we used our year end 2003 assumed discount
rate of 6.25%, we would have decreased our accumulated

postretirement benefit obligation by $1,888. We expect
future annual decreases in prescription drug expense Of
$250 to $350. Our accounting assumesthat we are actuadally
equivalent to Medicare Part D, that our plan will continue to
be the pdmary plan for our retirees and that we will receive
the subsidy. We do not expect that the Medicare Act will
have a significant effect on our retirees" participation in our
postretirement benefit plan. Specificauthoritative guidance
on the accounting for federal subsidyis still pending before
the FASBand that guidance, when issued,could require us
to change our estimates.

FAS 132 In December 2003, the FASBrevised Statement
of Financial Accounting Standards No. 132, "Employers'
Disclosures about Pensions and Other Postretirement _
Benefits" (FAS 132). I_AS132, as revised, retains the

disclosure requirements provided by th e original FAS 132
and adds disclosure requirements for information describing
the types of plan assets, investment strategies, measurement
dates, plan obligations, cash flows and components of net
periodic benefit costs recognized during interim periods, for
statements with fiscal years ending after December 15, 2003.
FAS 132 addresses disclosure only; it does not address other
accounting issues such as measurement and recognition of
amounts (see Note 10).

FIN 46 In January 2003, the FASB issued FASB
Interpretation No. 46 "Consolidation of Variable Interest
Entities, an Interpretation of Accounting Research Bulletin
(ARB) No. 51" (FIN 46). FIN 46 provides guidance for
determining whether an entity is a variable interest entity
(VIE), and which equity investor of that VIE, if any, should
include the VIE in its consolidated financial statements. In
December 2003, the FASBstaff revised FiN 46 to clarify some
of the provisions. For certain -VIEs,FIN46 became effective
for periods ending after December 15, 2003. In 2003, we
recorded an extraordinary loss of $7, net .of taxes of $4,
related to consolidation of real estate leases under FIN 46.

In addition, the revision delayed the effective date for appli-
cation of FIN 46 by large public companies, such as us, until
periods ending after March 15, 2004 for all types of VIEs
other than special-purpose entities, including our investment

in Cingular. We are currently evaluating how the provisions
of FIN 46 will affect our accounting for Cingular.

FAS 143 On January 1, 2003, we adopted Statement
of Financial Accounting Standards No. 143, "Accounting for
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Asset Retirement Obligations (FAS 143). FAS 143 sets forth
how companies must account for the costs of removal of
long-lived assets when those assets are no longer used in a
company's business, but only if a company is legally required
to remove such assets. FAS 143 requires that companies
record the fair value of the costs of removal in the period
in which the obligations are incurred and capitalize that
amount as part of the book value of the long-lived asset.
To determine whether we have a legal obligation to remove
our long-lived assets, we reviewed state and federal law and
regulatory decisions applicable to our subsidiaries, primarily
our wireline subsidiaries, which have long-lived assets, Based
on this review, we concluded that we are not legally
required to remove our long-lived assets, except in a few
mirior instances.

However, in November 2002 we were informed that the
Securities and Exchange Commission (SEC) staff concluded
that certain provisions of FAS 143 require that we exclude
costs of removal from depreciation rates and accumulated
depreciation balances in certain circumstances upon
adoption, even where no legal removal obligations exist.
In our case, this means that for plant accounts where our
estimated costs of removal exceed the estimated salvage
value, we are prohibited from accruing removal costs in

those depreciation rates and accumulated depreciation
balances in excess of the salvage value. For our other
long-lived assets, where our estimated costs of removal are
less than the estimated salvage value, we will continue to
accrue the costs of removal in those depreciation rates
and accumulated depreciation balances.

Therefore, in connection with the adoption of FA5 143 on
January 1, 2003, we reversed all existing accrued costs of
removal for those plant accounts where our estimated costs
of removal exceeded the estimated salvage value. The non-
cash gain resulting from this reversal was $3,684, net of
deferred taxes of $2,249, recorded as a cumulative effect of
accounting change on the Consolidated Statement of
Income as of January 1, 2003. During the fourth quarter
of 2003, TDC recorded a loss upon adoption of FAS 143.
Our share of that loss was $7, which included no tax effect
This noncash charge of $7 was also recorded as a cumulative
effect of accounting change on the Consolidated Statement
of Income as of January 1, 2003.

Beginning in 2003, for those plant accounts where our
estimated costs of removal previously exceeded the estimated
salvage value, we expense all costs of removal as we incur
them (previously those costs had been recorded in our
depreciation rates). As a result, our 2003 depreciation expense
decreased and our operations and support expense increased
as these assets were removed from service. The effect of this
change was to increase consolidated pre-tax income and our
wireiine segment income for 2003 by $280 ($172 net of tax,
or $0.05 per diluted share). However, over the life of the
assets, total operating expenses recognized under this new
accounting method will be approximately the same as uJIder
the previous method (assuming the cost of removal would
be the same under both methods).

FAS 145 On January 1, 2003, we adopted Statement
of Financial Accounting Standards No. 145, "Rescission of
FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections, " (FAS 145).

The standard, among other changes, rescinded FASB

Statement No. 4, "Reporting Gains and Losses from
Extinguishment of Debt, an amendment of APB Opinion
No. 30".As a result, the criteria in APB Opinion No. 30,
"Reporting the Results of Operations —Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Trans-

actions, "now will be used to classify gains and losses from
extinguishment of debt. In accordance with the provisions
of FAS 145, we have reclassified our 2001 loss of $18 (net of
taxes of $10) related to the early redemption of $1,000 of
our corporation-obligated mandatorily redeemable preferred
securities of subsidiary trusts from an extraordinary loss to an
ordinary loss. The effect of this reclassification was to decrease
our previously reported 2001 income before extraordinary
item and cumulative effect of accounting change by $18, or
$0.01 per share, with no impact on our net income.

OTHER BUSINESS MATTERS

WorldCom Bankruptcy In July 2002, WorldCom and more
than 170 related entities filed petitions for reorganization
under Chapter 11 of the United States Bankruptcy Code
(Bankruptcy Code). Our claims against WorldCom total
approximately $661. Our claims include receivables, claims
for refunds that are the subject of litigation, and a variety
of contingent and unliquidated items, including unbilled
charges. At December 31, 2003, we had approximately
$320 in receivables and reserves of approximately $56
related to the WorldCom bankruptcy filing.

in addition to the reserves, we are withholding payments
on amounts we owed WorldCom as of its bankruptcy filing
date that equal or exceed our remaining net receivable.
These withholdings relate primarily to amounts collected
from WorldCom's long-distance customers in our role as
billing agent and other general payables. We estimate our
post-petition billing to WorldCom to be approximately
$160 per month. To date, WorldCom generally has paid its

post-petition obligations to us on a timely basis.
On July 25, 2003, WoridCom agreed to pay us

approximately $107 to settle many, but not all, of the
issues that arose prior to WorldCom's bankruptcy. As of
December 31, 2003, WorldCom had paid us $39 and
escrowed the remaining $68 of our $107 settlement sum.
This settlement was approved by the bankruptcy court on
August 5, 2003; however, most of the provisions are also
contingent upon WorldCom implementing its approved Plan
of Reorganization (POR) and emerging from bankruptcy. It
is anticipated that WorldCom will emerge from bankruptcy
during the first half of 2004. This settlement does not
include issues related primarily to reciprocal compensation
we paid to WorldCom for ISP traffic and certain pre-
bankruptcy switched access charges not billed to WorldCom
based on usage information provided by WorldCom.

On July 26, 2003, the United States Attorney for the
Southern District of New York announced an investigation
with respect to recently disclosed information alleging
that WorldCom is committing access fraud in the manner
in which it routes and classifies Iong-distance calls. The
impact of this investigation on WorldCom's proposed
reorganization is not yet clear.
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Asset Retirement Obligations" (FAS 143). FAS 143 sets fOrth

how companies must account for the costs of removal of
long-lived assets when those assets are no longer used in a

company's business, but only if a company is legally required
to remove such assets. FAS 143 requires that companies

record the fair value of the costs of removal in the period
in which the obligations are incurred and capitalize thai_

amount as part of the book value of the long-lived asset.
TO determine whether we have a legal obligation to remove

our 10ng_lived assets, we reviewed state and federal law and

regulatory decisions applicable tO our subsidiaries, primarily

our wirelin e subsidiaries, which have long-lived assets_ Based
on this review, we concluded that we are not legally

required to remove our long-lived assets, except in a few
mirior instances. :

However, in November 2002 we were informed that the

Securities and Exchange Commission (SEC) staff concluded

that certain provisions of FAS 143 requir e that we exclude
costs of removal from depreciation rates and accumulated

depreciation balances in certain circumstances upon
adoption, even where no legal •removal obligations exist.

In our case, this means that for plant accounts where our

estimated costs of removal exceed the estimated salvage
value, we are prohibited from accruing removal costs in

those depreciation rates and accumulated depreciation
balances in excess of the salvage value. For our other

Iong-I!ved assets, where our estimated costs of removal are

less than the estimated salvage value, we will continue to
accrue the costs of removal in those depreciation rates
and accumulated depreciation balances.

Therefore, in connection with the adoption of FAS 143 on

January 1, 2003, we reversed all existing accrued costs of
removal for those plant accounts where our estimated costs

of removal exceeded the estimated salvage value. The non-

cash gain resulting from this reversal was $3,684, net of
deferred taxes of $2,249, recorded as a cumulative effect of

accounting change on the Consolidated Statement of

Income as of January 1, 2003. During the fourth quarter
of 2003, TDC recorded a loss upon adoption of FAS 143.

Our share of that loss was $7, which included no tax effect,
This noncash charge of $7 was also recorded as a cumulative

effect of accounting change on the Consolidated Statement

of Income as of January 1, 2003.

Beginning in 2003, for those plant accounts where our
estimated costs of removal previously, exceeded the estimated
Salvage value, we expense all costs of removal aswe incur

them (previously those costs had been recorded in our

depreciation rates). As a result, our 2003 depreciation expense
decreased and our operations and support expense increased
as these assets were removed from service. The effect of this

change was to increase consolidated pre-tax income and our
wireline segment income for 2003 by $280 ($172 net of tax,

or $0.05 per dilute d share). However, over the life of the

assets, total operating expenses recognized under this new

accounting method will be approximately the same as udder
the previous method (assuming the cost of removal would
be the same under both methods).

FAS i45 On January 1, 2003, we adopted Statement
of Financial Accounting Standards No. 145, "Rescission of

FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections," (FAS 145),

The standard, among other changes, rescinded FASB

Statement No. 4, "Reporting Gains and Losses from
Extinguishment of Debt, an amendment of APB Opinion
No. 30". As a result, the criteria in APB Opinion No. 30,

_Reporting the Results of Operations -- Reporting the Effects

of Disposal of a Segment of a Business, an d Extraordinary,
Unusual and Infrequently Occurring Events and Trans-

actions," now will be used to classify gains and losses from
extinguishment of debt. In accordance with the provisions
of FAS 145, we have reclassified our 2001 loss of $18 (net of

taxes of $10) related to the early redemption of $1,000 of

our corpora_on-obligated mandatorily redeemable preferred
securities of subsidiary trusts from an extraordinary loss to an

ordinary loss. The effect of this reclassification was tO decrease
our previously reported 2001 income before extraordinary

item and cumulative effect of accounting change by $18, or
$0.01 per share, with no impact on our net income.

OTHER BUSINESS MATTERS

WorldCom Bankruptcy In July 2002, WorldCom and more

than 170 related entities filed petitions for reorganization
Under ChaptEr 11 of the United States Bankruptcy Code

(Bankruptcy Code). Our claims against WorldCom total
approximately $661. Our claims include receivables, claims

for refunds that are the subject of litigation, and a variety
of contingent and unliquidated items, including unbilled

charge s. At December 31, 2003, we had approximately
$320 in receivables and reserves of approximately $56

related to the WorldCom bankruptcy filing.

In addition to the reserves, we are withholding payments
on amounts we owed WorldCom as of its bankruptcy filing

date that equal or exceed our remaining net receivable.

These withholdings relate primarily to amounts collected
from WorldCom's long-distance customers in our role as

billing agent and other general payables. We estimate our

post-petition billing to WorldCom to be approximately
$160 per month. To date, WorldCom generally has paid its

post-petition obligations to us on a timely basis.

On July 25, 2003, WoridCom agreed to pay us
approximately $107 to settle many, but not all, of the

issues that arose prior to WorldCom's bankruptcy. AS of
December 31, 2003, worldcom had paid us $39 and

escrowed the remaining $68 of our $107 settlement sum.

This settlement was approved by the bankruptcy court on

August 5, 2003; however, most of the provisions are also
contingent upon worldCom implementing its approved Plan

of Reorganization (POR) and emerging from bankruptcy. It

is anticipated that WorldCom will emerge from bankruptcy
during the first half of 2004. This settlement does not

include issues related primarily to reciprocal compensation

we paid to WorldCom for ISP traffic and certain pre-
bankruptcy switched access charges not billed to WorldCom

based on usage information provided by WorldCom.

On July 26, 2003, the United States Attorney for the
Southern District of New York announced an investigation

with respect to recently disclosed information alleging
that worldCom is committing access fraud in the manner

in which it routes and classifies long-distance calls. The

impact of this investigation on WorldCom's proposed

reorganization is not yet clear.
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Belgacom Agreement Both our investment and
TDC's investment in Belgacom are held through ADSB
Telecommunications B.V. (ADSB), of which we directly
owned 35%; ADSB owned one share less than 50% of
Belgacom and is a consortium of SBC, TDC, Singapore
Telecommunications and a group of Belgian financial
investors. Through our 35% ownership of ADSB and our
41.6% ownership of TDC„we had a 24A% economic
ownership of Belgacorn (subsequently reduced to 23.5%,
as discussed below).

In October 2003, ADSB announced that it had entered
into an agreement with the Belgian government and
Belgacom to proceed with the preparations for a potential
initial public offering (IPO) of Belgacom. As part of the
agreement, ADSB will have the exclusive right from
January 1, 2004 until July 31, 2005, subject to certain
restrictions, to sell shares in an IPO of Belgacom. In the
fourth quarter of 2003, as a condition to the IPO and
related transactions, Belgacom transferred to the Belgian
government certain pension liabilities related to certain
employees, proceeds from the sale of pension assets and
cash sufficient to fully fund the obligations. This transfer
resulted in a one-time charge to our equity inrome from
Belgacom, which including our direct and indirect owner-
ship, reduced our fourth-quarter 2003 diluted earnings
per share by $0.03, determined on a GAAP basis.

In the fourth quarter of 2003, also pursuant to the
agreement, Belgacom repurchased approximately 6% of
the Belgacom shares held by ADSB. This fourth-quarter
repurchase decreased our economic ownership of Beigacom
from 24.4% to 23.5%.Since the share price is subject to
adjustment as explained below, GAAP prohibits us from
recording a gain (in 2003) on the 2003 sale of our shares back
to Belgacom. Based on our ADSB ownership percentage, our
portion of the proceeds, using the tentative share price,
would be approximately $148 and we have estimated that
our portion of the proceeds received would exceed our carry-
ing value by approximately $59. As part of the October 2003
agreement, Belgacom had previously agreed to make a
second buyback offer in the event of an IPO. Should the IPO
occur, the price. per share of both buybacks will be adjusted
to the IPO price, which will result in our recognition of a gain
or loss associated with the fourth-quarter 2003 sale and the
sale associated with the IPO. If no IPO occurs before July 31,
2005, theie will be no adjustment to the proceeds from the
first buyback. We cannot predict whether an IPO will occur.

EchoStar Agreement In July 2003, we announced an
agreement with EchoStar that will allow us to provide multi-
channel satellite television service as part of our bundled
services (local phone seivice, long-distance, broadband,
wireless and video together) throughout our 13-state area.
As part of the multi-year agreement, we will help fund
development of the co-branded bundled video services.

'
We expect to launch the new "SBCDISH Network enter-
tainment service in early 2004. In a separate transaction,
we also made a $500 investment in EchoStar in the form
of debt convertible into EchoSta r shares.

Antitrust Litigation Eight consumer antitrust class
actions were filed in 2003 against us in the United States
District Court for the District of Connecticut. The primary
claim in these suits is that our wireline subsidiaries have, in

violation of federal and state law, maintained monopoly
power over local telephone service in all 13 states in which
our subsidiaries are incumbent local exchange companies.

These cases have been consolidated under the first filed
case Twombly v. SBC Communications inc. and were stayed
by agreement of the parties pending the United States
Supreme Court's (Supreme Court) decision in a similar case
against another incumbent local exchange company. In that
case, the Supreme Court held that violatioris of the Telecom
Act do not support an antitrust claim and that the plaintiff
had not stated an antitrust claim and affirmed dismissal of
the plaintiff's antitrust claims. Verizon Communications inc.
v. Law Offices of Curds V. Tiinko LLP, No. 02-682 (Jan. 13, 2004).
In light of the Trinko outcome, we expect to move for
dismissal or summary disposition of the complaints and to
oppose class certification if the plaintiffs do not voluntarily
dismiss these cases.

In addition to the Connecticut class actions described
above, two consumer antitrust class actions were filed in

the United States District Court for the Southern District of
New York against SBC, Verizon, BellSouth and Qwest alleging
that they have violated federal and state antitrust laws by
agreeing not to compete with one another and acting
together to impede competition for local telephone services
(Twombly v. Bell Atlantic Corp., et, ai). In October 2003, the
court granted the joint defendants' motion to dismiss these
suits on the ground that the plaintiffs' complaints failed to
state a claim under the antitrust laws. Plaintiffs have
appealed.

We continue to believe that an adverse outcome having
a material effect on our financial statements in any of these
cases is unlikely but will continue to evaluate the potential
impact of these suits on our financial results as they progress.

Subsequent Event —Cingular Acquisition On
February 17, 2004, Cingular announced an agreement
to acquire AT&T Wireless. Under the terms of the agreement,
shareholders of ATBT Wireless will receive cash of $15.00 per
common share or approximately $41,000. The acquisition is

subject to approval by ATILT Wireless shareholders and
federal regulators. Based on our 60% equity ownership of
Cingular, we expect to provide approximately $25,000 of
the purchase price. As a result, equity ownership and
management control of Cingular will not be impacted
after the acquisition. Due to the deadline for printing this
Annual Report, additional information related to the
acquisition will be included in our 2003 Forni 10-K.

LIQUIDITY AND CAPITAL RESOURCES

We had $4,806 in cash and cash equivalents available at
December 31, 2003. Cash and cash equivalents included
cash of approximately $309, municipal securities of $356,
variable-rate securities of $1,705, money market funds of
$2,399 and other cash equivalents of $37.

In addition, at December 31, 2003 we had other short-
term held-to-maturity securities of $378 and long-term
held-to-maturity securities of $84.

In October 2003, we renewed our 36+day credit
agreement totaling $4,250 with a syndicate of banks
replacing our credit agreement of $4,250 that expired on
October 21, 2003. The expiration date of the current credit
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Belgacom Agreement Both our investment and

TDC's investment in Belgacom are held through ADSB
Telecommunications B.V. (ADSB), of which we directly
c}wned 35%; ADSB owned one share less than 50% of

Belgacom and is a consortium of SBC, TDC, Singapore
Telecommunications and a group of Belgian financial
investors._Through our 35% ownership of ADSB and our

41.6% ownership of TDC, we had a 24.4% economic

ownership of Belgacom (subsequently reduced to 23.5%,
as discussed below).

In October 2003, ADSB announced that it had entered

into an agreement with the Belgian government and

Belgacomto proceed with the preparations for a potential
initial public offering (IPO) of Belgacom. As part of the

agreement, ADSB will have the exclusive right from

January 1, 2004 until July 31, 2005, subject to certain
restrictions, to sell shares in an IPO of Belgacom. In the

fourth quarter of 2003, as a condition to the IPO and

related transactions, Belgacom transferred to the Belgian
government certain pension liabilities related to certain

employees, proceeds from the sale of pension assets and

cash sufficient to fully fund th e obligations. This transfer
resulted in a one-time charge to our equity income from

Belgacom, which including our direct and indirect owner-

ship, reduced our fourth-quarter 2003 diluted earnings
per share by $0.03, determined on a GAAP basis.

In the fourth quarter of 2003, also pursuant to the
agreement, Belgacom repurchased approximately 6% of

the Belgacom shares held by ADSB. This fourth-quarter

repurchase decreased our economic ownership of Belgacom
from 24.4% to 23.5%. Since the share price is subject to

adjustment as explained below, GAAP prohibi_ us from
recording a gain (in 2003) on the 2003 sale of our shares back

to Belgacom. Based on our ADSB ownership percentage, our

portion of the proceeds, using the tentative share price,
would be approximately $148 and we have estimated that

our portion of the proceeds received would exceed our carry-

ing value by approximately $59. AS part of the October 2003
agreement, Belgacom had previously agreed to make a

second buyback offer in the event of an IPO. Should the IPO

Occur, the price per share of both buybacks will be adjusted
to the IPO I_rice, which will result in our recognition of a gain

or loss associated with the fourth-quarter 2003 sale and the

sale associated with the IPO. If no IPO occurs before July 31,
2005, there will be no adjustment to the proceeds from the

first buybadc We cannot predict whether an IPO will occur.
EchoStar Agreement In July 2003, we announced an

agreement with EchoStar that will allow us to provide multi-

channel satellite television service as part of our bundled

services (local phone sen/ice, long-distance , broadband,
wireless and video together) throughout our 13-state area.

As part of "_he multi-year agreement, we will help fund
development of the co-branded bundled video services.

We expect to launch the new "SBC DISH Network" enter-

tainment service in early 2004. In a separate transaction,
we also made a $500 investment in EchoStar in the form
of debt convertible into EchoStar shares.

Antitrust Utigation Eight consumer antitrust class
actions were filed in 2003 against us in the United States

District Court for the District of Connecticut. The primary
claim in these suits is that our wireline subsidiaries have, in

violation of federal and state law, maintained monopoly
power over local telephone service in all 13 states in which

our subsidiaries are incumbent local exchange companies.
These cases have been consolidated under the first filed

case Twombly v. SBC Communications Inc. and were stayed

by agreement of the parties pending the United States
Supreme Court's (Supreme Court) decision in a similar case

against another incumbent local exchange company. In that
case, the Supreme Court held that violati0ris of the Telecom

Act do not support an antitrust claim and that the plaintiff
had not stated an antitrust claim and affirmed dismissal of

the plaintiff's antitrust claims. Verizon Communications Inc.
v. Law O#ices of Curtis V. Trinko LLP, No. 02-682 (Jan. 13, 2004).

In light of the Trinko outcome, we expect to move for
dismissal or summary disposition of the complaints and to

oppose class certification if the plaintiffs do not voluntarily
dismiss these cases.

In addition to the Connecticut class actions described

above, two consumer antitrust class actions were filed in
the United States District Court for the Southern District of

New York against SBC, Verizon, BellSouth and Qwest alleging

that they have violated federal and state antitrust laws by

agreeing not to compete with one another and acting
together to impede competition for local telephone services

(Twombly v. Bell At/an6c Corp., eL al). In October 2003, the
court granted the joint defendants' motion to dismiss these

suits on the ground that the plaintiffs' complaints failed to

state a claim under the antitrust laws. Plaintiffs have
appealed.

We continue to believe that an adverse outcome having

a material effect on our financial statements in any of these
cases is unlikely but will c:ontinue to evaluate the potential

impact of these suits on our financial results as they progress.
Subsequent Event- Cingular Acquisition On

February 17, 2004, Cingular announced an agreement

to acquire AT&T Wireless. Under the terms of the agreement_
shareholders of AT&T Wireless will receive cash of $15.00 per

common share or approximately $41,000. The acquisition is

subject to approval by AT&T Wireless shareholders and

federal regulators. Based on our 60% equity ownershi p of
Cingular, we expect to provide approximately $25,000 of

the purchase price. AS a result, equity ownership and
management control of Cingular will not be impacted

after the acquisition. Due to the deadline for printing this

Annual Report, additional information related to the
acquisition will be included in our 2003 Forrrl IO-K.

LIQUIDITY AND CAPITAL RESOURCES

We had $4,806 in cash and cash equivalents available at

December 31, 2003. Cash and cash equivalents included

cash of approximately $309, municipal securities of $356,

variable-rate securities of $1,705, money market funds of
$2,399 and other cash equivalents of $37.

In addition, at December 31, 2003 we had other short-

term held-to-maturity securities of $378 and long-term

held-to-maturity securities of $84 .

In October 2003, we renewed our 364-day credit
agreement totaling $4,250 with a syndicate of banks

replacing our credit agreement of $4,250 that expired on
October 21, 2003. The expiration date of the current credit
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agreement is October 19, 2004. Advances under this
agreement may be used for general corporate purposes,
including support of commercial paper borrowings and
other short-term borrowings. Under the terms of the
agreement, repayment of advances up to $1,000 may be
extended two years from the termination date of the
agreement. Repayment of advances up to $3,250 may be
extended to one year from the termination date of the
agreement. There is no material adverse change provision
governing the drawdown of advances under this credit
agreement. We had no borrowings outstanding under
committed lines of credit as of December 31, 2003.

Our consolidated commercial paper borrowings
decreased $149 during 2003, and at December 31, 2003,
totaled $999, all of which was due within 90 days and issued
under a program initiated by a wholly owned subsidiary,
SBC International, Inc., in the first quarter of 2002. This
program was initiated in order to simplify intercompany
borrowing arrangements.

During 2003 our primary source of funds was cash from
operating activities supplemented by cash from our
disposition of Cegetel.

Cash from Operating Activities
During 2003 our cash flow from operations remained
relatively stable compared to 2002 as a large portion of the
decrease in net income in 2003 was caused by the noncash
increase in pension and postretirement expenses. Our
primary source of funds for 2002 and 2001 was cash
generated from operating activities, as shown in the
Consolidated Statements of Cash Flows.

In December of 2003 we received proceeds of approxi-
mately $240, which included interest of $37, related to
the redemption of notes by BCE.

Cash from Investing Activities
To provide high-quality communications services to our

- customers we must make significant investments in property,
plant and equipment. The amount of capital investment is

influenced by demand for services and products, continued
growth and regulatory commitments.

Our capital expenditures totaled $5,219 for 2003, $6,808
for 2002 and $11,189 for 2001. Capital expenditures in the
wireline segment, which represented substantially all of
our total capital expenditures, decreased by 23.6% in 2003
compared to 2002, due to continued pressure from the
uncertain U.S. economy, continued pressure from the
regulatory environment and our resulting lower revenue
expectations. The wireline segment capital expenditures
decreased by 38.9% in 2002 compared to 2001.

Substantially all of our capital expenditures are made in

the wireline segment. We expect to fund these expenditures
using cash from operations, depending on interest rate
levels and overall market conditions, and incremental
borrowings. Our international segment operations should
be self-funding as it is substantially equity investments and
not direct SBC operations. We expect to fund any directory
segment capital expenditures using cash from operations.
We discuss our Cingular segment below.

In response to the uncertain U.S. economy and continued
pressure from regulatory environments and our resulting

lower revenue expectations, we expect total capital
spending to be approximately $5,000 to $5,500, excluding
Cingular, in 2004. We expect these expenditures to relate
primarily to our wireline subsidiaries' networks, our
broadband initiative {DSL)and support systems for our
long-distance service.

In 2003, 2002 and 2001, our cash receipts from disposi-
tions exceeded cash expended on acquisitions {see Note 2).
Investing activities during 2003 also include proceeds of
approximately $2,270 relating to the sale of our interest
in Cegetel, $341 from the sale of a portion of our interest
in Yahoo and $364 from the sale of the remaining portion
of our investment in BCE. At December 31, 2003 we held
approximately 7 million shares of Yahoo.

Also i'n July 2003, we entered into a co-branded service
agreement with EchoStar to offer satellite television service
to our wireline customers. In July 2003, we invested $500 in

debt, with a fair value of $441, which is convertible into
EchoStar shares at an appreciated price at our option.

2003 investing activities included, the purchase of other
held-to-maturity securities, with maturities greater than
90 days, of $710.

Cash from Financing Activities
Dividends declared by the Board of Directors of SBC totaled
$1.41 per share in 2003, $1.08 per share in. 2002 and $1.025
per share in 2001.The $0.33 increase in dividends declared
during 2003 was due to two increases in the regular quarterly
dividend and three additional dividends above our regular
quarterly payout. There was no additional dividend in the
fourth quarter of 2003. In March 2003, our Board of Directors
approved a 4.6% increase in the reguiar quarterly dividend
and in December 2003 our Board of Directors approved a
10.6% increase in the regular quarterly dividend to $0.3125
per share. Our additional dividends declared during 2003,
above our regular quarterly dividend, totaled $0.25 per share.
The total dividends declared were $4,674 in 2003, $3,591
in 2002, and $3,448 in 2001. Total cash paid for dividends
were $4,539 in 2003, $3,557 in 2002, and $3,456 in 2001.
Our dividend policy considers both the expectations and
requirements of shareowners, internal requirements of
SBC and long-term growth opportunities and all dividends
remain subject to approval by our Board of Directors.

In July 2003, we announced our'intention to resume
our previousiy announced stock repurchase program. In

December 2003, our Board of Directors authorized the
repurchase of up to 350 million shares of SBC common stock.
The new authorization, which expires at the end of 2008,
replaced our two previous authorizations approved in
November 2001 and January 2000 to repurchase up to
200 million shares. During 2003 we had repurchased
approximately 21 million shares at a cost of $490 and as of
December 31, 2003 we repurchased 161 million shares of
the 200 million shares authorized by our Board of Directors
in November 2001 and January 2000. At December 31, 2003
we have not repurchased any shares of the 350 million shares
authorized by our Board of Directors in December 2003.

During 2003 we called, prior to maturity, approximately
$1,743 of debt obligations with maturities ranging between
February 2007 and March 2048, and interest rates ranging
between 6.5% and 7.9%.Of the $1,743 called debt,
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agreement is October 19, 2004. Advances under this

agreement may be used for general corporate purposes,
including support of commercial paper borrowings and
Other short-term borrowings. Under the terms of the

agreement, repayment of advances up to $1,000 may be

extended two years from the termination date of the
agreement. Repayment of advances up to $3,250 may be

extended to one year from the termination date of the

agreement. There is no material adverse change provision
governing the drawdown of advances under this credit

agreement, We had no borrowings outstanding under
committed lines of credit as of December 31, 2003.

Our consolidated commercial paper borrowings

decreased $149 during 2003, and at December 31, 2003,

totaled $999, all of which was due within 90 days and issued
under a program initiated by a wholly owned subsidiary,
SBC International, Inc., in the first quarter of 2002. This
program was initiated in order to simplify intercompany

borrowing arrangements.

During 2003 our primary source of funds was cash from
operating activities supplemented by cash from our

disposition of Cegetel.

Cash from Operating Activities
During 2003 our cash flow from operations remained

relatively stable compared to 2002 as a large portion of the
decrease in net income in 2003 was caused by the noncash

increase in pension and postretirement expenses. Our
primary source of funds for 2002 and 200.1 was cash

generated from operating activities, as shown in the
Consolidated Statemen_ of Cash Flows.

In December of 2003 we received proceeds of approxi-

mately $240, which included interest of $37, related to

the redemption of notes by BCE.

Cash from Investing Activities

To provide high-quality communications services to our
customers we must make significant investments in property,

plant and equipment. The amount of capital investment is
influenced by demand for services and products, continued

growth and regulatory commitments.
Our capital expenditures totaled $5,219 for 2003, $6,808

for 2002 andS11,189 for 2001. Capital expenditures in the

Wireline segment, which represented substantially all of

our total capital expenditures, decreased by 23.6% in 2003
compared to 2002, due to continued pressure from the

uncertain U.S. economy, continued pressure from the

regulatory environment and our resulting lower revenue
expectations. The wireline segment capita! expenditures

decreased by 38.9% in 2002 compared to 2001.

Substantially all of our capital expenditures are made in

the w!reline segment. We expect to fund these expenditures
using cash from operations, depending on interest rate

levels and overal ! market conditions, and incremental

borrowings, Our international segment operations should
be self-funding as it is substantially equity investments and

not direct SBC operations. We expect to fund any directory

segment capital expenditures using cash from operations.
We discuss our Cingular segment below.

In response to the uncertain U.S. economy and continued
pressure from regulatory environments and our resulting
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lower revenue expectations, we expect total capital

spending to be approximately $5,000 to $5,500, excluding

Cingular, in 2004. We expect these expenditures to relate
primarily to our wireline subsidiaries' networks, our

broadband initiative (DSL) and support systems for our
long-distance service.

In 2003, 2002 and 2001, our cash receipts from disposi-
tions exceeded cash expended on acquisitions (see Note 2).

Investing activities during 2003 also include proce,eds of

approximately $2,270 relating to the sale of our interest
in Cegetel, $341 from the sale of a portion of our interest

in Yahoo and $364 from the sale of the remaining portion
of our investment in BCE. At December 31, 2003 we held

approximately 7 million shares of Yahoo.

Also in July 2003, we entered into a co-branded service
agreement with EchoStar to offer satellite television service

to our wireline customers. In July 2003, we invested $500 in
debt, with a fair value of $441, which is convertible into

EchoStar shares at an appreciated price at our option.

2003 investing activities included _the purchase of other
held-to-maturity securities, with maturities greater than

90 days, of $710.

Cash from Financing Activities
Dividends declared by the Board of Directors of SBC totaled

$1.41 per share in 2003, $1.08 I_er share in 2002 and $1.025

per share in 2001. The $0.33 increase in dividends declared

during 2003 was due to two increases in the regular quarterly
dividend and three additional dividends above our regular
quarterly payout. There was no additional dividend in the

fourth quarter of 2003. In March 2003, our Board of Directors
approved a 4.6% increase in tl_e regular quarterly dividend

and in December 2003 our Board of Directors approved a

10.6% increase in the regular quarterly dividend to $0.3125

per share. Our additional dividends declared during 2003,
above our regular quarterly dividend, totaled $0.25 per share.
The total dividends declared were $4,674 in 2003, $3,591

in 2()02, and $3,448 in 200i. Total cash paid for dividends

were $4,539 in 2003, $3,557 in 2002, and $3,456 in 2001.

Our dividend policy considers both the expectations and

requirements of shareowners, internal requirements of
SBC and long-term growth opportunities and all dividends

remain subject to approva[by our Board of Directors.
In July 2003, we announced ourintention to resume

our previously announced stock repurchase program. In
December 2003, our Board of Directors authorized the

repurchase of up to 350 million shares of SBC common stock.

The new authorization, which expires at the end of 2008,
replaced our two previous authorizations approved in

November 2001 and January 2000 to repurchase up to
200 million shares. During 2003 we had repurchased

approximately 21 million shares at a cost of $490 and as Of

December 31, 2003 we repurchased 161 million shares of
the 200 million shares authorized by our Board of Directors

in November 2001 and January 2000. At December 31, 2003
we have not repurchased any shares of the 350 million shares

authorized by our Board of Directors in December 2003.

During 2003 we called, prior to maturity, approximately
$1,743 of debt obligations with maturities ranging between

February 2007 and March 2048, and interest rates ranging
between 6.5% and 7.9%. Of the $1,743 called debt,
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approximately $264, with an average yield of 7.2/0 was
called in July; $1,462, with an average yield of 7A/o was
called in June; and $17, with an average yield of 6.9/0 was
called in March. Funds from operations and dispositions
were used to pay off these notes.

During 2003, approximately $1,259 of long-term debt
obligations, and $1,000 of one-year floating rate securities
matured. The long-term obligations carried interest rates
ranging from 5.8/0 to 9.5/0, with an average yield of 6.1 /0.
The short-term notes paid quarterly interest based on the
London Interbank Offer Rate (LIBOR). Funds from operations
and dispositions were used to pay off these notes.

Among the debt paid off during 2003 was all subsidiary
debt listed on public exchanges. Our subsidiaries currently
have no debt outstanding which would require them to
make periodic filings under the Exchange Act of 1934.

We have approximately $880 of long-term debt that is
scheduled to mature in 2004. We expect to use funds from
operations to repay these obligations.

Other
Our total capital consists of debt (long-term debt and debt
maturing within one year) and shareowners' equity. Ou'r

capital structure does not include debt issued by our
international equity investees or Cingular. Total capital
increased $947 in 2003 and decreased $3,845 in 2002.
The 2003 total capital increase was primariiy due to ou (
net income and cumulative effect of accounting changes,
which was partially offset by lower borrowings, the
increased dividend payouts previously mentioned, and the
repurchase of common shares through our stock
repurchase programs. These 2003 accounting changes
increased equity $2,541, which decreased our debt ratio
approximately 150 basis points (1.5/a). Our debt ratio
was 31.90/0, 39.90/0 and 44.3/0 at December 31, 2003, 2002
and 2001. The debt ratio is affected by the same factors
that affect total capital.

We are currently considering a possible voluntary
contribution of assets, which may indude cash andlor other
investments, to our pension and postretirement benefit
plans totaling $2,000 or more in 2004 (see Note 10).

Cingular
Cingular's future capital expenditures are expected to be

. self-funded by Cingular since this segment is an equity
investment and not a direct SBC operation. Cingular expects
2004 capital investments for completing network upgrades
and funding other ongoing expenditures and equity invest-
ments will not rliaterially differ from 2003 expenditures
of $3,353. In addition, in the first half of 2004, Cingular

expects to complete the purchase of FCC licenses for
wireless spectrum from NextWave for $1,400, which they
may finance with a combination of cash and debt

As discussed in "Other Business Matters, Cingular has
agreed to acquire AT&T Wireless for approximately $41,000
in cash. Cingular expects to fund the acquisition with
contributions from us and BeliSouth. Based on our 600/0

equity ownership, we expect to contribute approximately
$25,000. We expect to pay'this amount primarily with
proceeds from debt, as well as cash on hand, cash to be
generated from operations and asset sales.

CONTRACTUAL OBLIGATIONS,
COMMITMENTS AND CONTINGENCIES

Current accounting standards require us to disclose our '

material obligations and commitments to make future
payments under contracts, such as debt and lease
agreements, and under contingent commitments, such as
debt guarantees. We occasionally enter into third-party
debt guarantees, but they are not, nor are they reasonably
likely to become, material. We disclose our contractuai
long-term debt repayment obligations in Note 7 and our
operating lease payments in Note 5. In the ordinary course
of business we routinely enter into commercial commit-
ments for various aspects of our operations, such as plant
additions and office supplies. However, we do not believe
that the commitments will have a material effect on our
financial condition, results of operations or cash flows.

Below is a table of our contractual obligations as of
December 31, 2003. The purchase obligations listed below
are those for which we have guaran'teed funds and will be
funded with cash provided by operations or through
incremental borrowings. Approximately 420/0 of our purchase
obligations relate to our directory segment for paper and
printing services and the remainder of our obligations are
primarily in our wireline segment. Due to the immaterial
value of our capital lease obligations, they have been included
with long-term debt. Our total capital lease obligations are
$65, with approximately $32 to be paid in less than one year.
The table does not include the fair value of our interest rate
swaps of $90 and our other long-term liabilities because it is

not certain when our other long-term liabilities will become
due. Our other long-term liabilities are: deferred income
taxes (see Note 9) of $15,079; postemployment benefit
obligations (see Note 10) of $12,692; unamortized investment
tax credits of $220; and other noncur'rent liabilities of $3,607,
consisting primarily of supplemental retirement plans (see
Note 10) and deferred lease revenue from our agreement
with SpectraSite Communications, Inc. (see Note 5).

Contractual Obligations

Total
Less than

1 Year

Payments Due By Period

1-3
Years

3-5
Years

More than
5 Years

Long-term debt obligations
Commercial paper obligations
Operating lease obligations
Purchase obligations

$17,009
999

1,365
2,296

$ 880
999
321
901

$3,735

492
962

$2,612

314
232

$9,782

238
201

Total Contractual Obligations $21,669 $3,101 $5,189 $3,158 $10,221
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approximately$264, with an average yield of 7.2% was

called in July; $1,462, with an average yield of 7.4% was
called in June; and $17, with an average yield of 6.9% was

called in March. Funds from operations and dispositions
were used to pay off these notes.

During 2003, approximately $1,259 of long-term debt
obligations, and $1,000 of one-year floating rate securities

matured. The long-term obligations carried interest rates

ranging from 5.8% to 9.5%, with an average yield of 6.1%.
The short-term notes paid quarterly interest based on the

London Interbank Offer Rate (LIBOR). Funds from operations
and dispositions were used to pay off these notes.

Among the debt paid off dudng 2003 was all subsidiary

debt listed on public exchanges. Our subsidiaries currently
have no debt outstanding which would require them to

make periodic filings under the Exchange Act of 1934.
We have approximately $880 of long-term debt that is

scheduled to mature in 2004. We expect to use funds from

operations to repay these obligations.

Other

Our total capital consists of debt (long-term debt and debt
maturing within one year) an d shareowners' equity. Our

capital structure does not include debt issued by our
international equity investees or Cingular. Total capital
increased $947 in 2003 and decreased $3,845 in 2002.

The 2003 total capital increase was primarily due to ou[
net income and Cumulative effect of accounting changes,
which was partially offset by lower borrowings, the

increased dividend paY0uts previously mentioned, and the
repurchase Of common shares through our stock
repurchase programs. These 2003 accounting changes

increased equity $2,541, which decreased our debt ratio
approximately 150 basis points (1.5%). Our debt ratio

was 31.9%, 39.9% and 44.3% at December 31, 2003, 2002
and 2001. The debt ratio is affected by the same factors

that affect total capital.

We are currently considering a possible voluntary

contribution of assets, which may include cash andlor other
investments, to our pension and postretirement benefit

plans totaling $2,000 or more in 2004 (see Note 10).

Cingular

Cingular's future capital expenditures are expected to be

o self-funded by Cingular since this segment is an equity,
investment and not a direct SBC operation. Cingular expects

2004 capital investments for completing network upgrades
and funding other ongoing expenditures and equity invest-

ments will not rhaterially differ from 2003 expenditures
of $3,353. In addition, in the first half of 2004, Cingular

Contractual Obligations

expects to complete the purchase of FCC licenses for

wireless spectrum from NextWave for $1,400, which they
may finance with a combination of cash and debt

As discussed in "Other Business Matters", Cingular has
agreed to acquire AT&T Wireless for approximately $41,000

in cash. Cingular expects to fund the acquisition with
contributions from us and BeilSouth. Based on our 60%

equity ownership, we expect to contribute approximately
$25,000. We expect to pay'this amount primarily with

proceeds from debt, as well as cash on hand, Cash to be

generated from operations and asset sales.

CONTRACTUAL OBLIGATIONS,
COMMITMENTS AND CONTINGENCIES

Current accounting standards require us to disclose our

material obligations and commitments to make future

payments under contracts, such as debt and lease
agreements, and under contingent commitments, such as

debt guarantees. We occasionally enter into third-party

debt guarantees, but they are not, nor are they reasonably
likely to become, material. We disclose our contractual

long-term debt repayment obligations in Note 7 and our
operating lease payments in Note 5. In the ordinary course

of business we routinely enter into commercial commit-
ments for various aspects of our operations, such as plant

additions and office supplies. However, we do not believe
that the commitments will have a material effect on our

financial condition, results of operations or cash flows.
Below is a table of our contractual obligations as of

December 31, 2003. The purchase obligations listed below

are those for which we have guaranteed funds and will be !
funded with cash provided by operations or through

incremental borrowings. Approximately 42% of our purchase

obligations relate to our directory segment for paper and
printing services and the remainder of our obligations are

primarily in our wireline segment. Due to the immaterial
value of our capital lease obligations, they have been included

with long-term debt Our total capital lease obligations are

$65, with approximately $32 to be paid in less than one year.
The table does not include the fair value of our interest rate

swaps of $90 and our other long-term liabilities because it is
not certain When our other long-term liabilities will become

due. Our other long-term liabilities are: deferred income
taxes (see Note 9) of $15,079; postemployment benefit

obligations (see Note 10) of $12,692; unamortized investment
tax credits of,$220; and other noncurrent liabilities of $3,607,

consisting primarily of supplemental retirement plans (see

Note 10) and deferred lease revenue Prom Our agreement

with SpectraSite Communications, lnc (see Note 5).

Payments Due By Period

Lessthan 1-3 3-5 More than
Total 1 Year Years Years 5 Years

Long-term debt obligations $17,009 $ 880 $3,735 $2,612 $ 9,782

Commercial paper obligations 999 999 -- =-- --
Operating lease obligations 1,365 321 492 314 238

Purchase obligations 2,296 901 962 232 201

Total Contractual Obligations $21,669 $3,101 $5,189 $3,158 $10,221
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (coNTINUED)
Dollars in millions except per share amounts

MARKET RISK
We are exposed to market risks primarily from changes in
interest rates and foreign currency exchange rates. In

managing exposure to these fluctuations, we may engage in
various hedging transactions that have been authorized
according to documented policies and procedures. We do
not use derivatives for trading purposes, to generate income
or to engage in speculative activity. Our capital costs are
directly linked to financial and business risks. We seek to
manage the potential negative effects from market volatility

and market risk. The majority of our financial instruments
are medium- and long-term fixed rate notes and debentures.
Fluctuations in market interest rates can lead to significant
fluctuations in the fair value of these notes and debentures.
It is our policy to manage our debt structure and foreign
exchange exposure in order to manage capital costs, control
financial risks and maintain financial flexibility over the long
term. Where appropriate, we will take actions to limit the
negative effect of interest and foreign exchange rates,
liquidity and counterparty risks on shareowner value.

QUANTITATIYE INFORMATION ABOUT MARKET RISK

Interest Rate Sensitivity The principal amounts by expected maturity, average interest rate and fair value of our liabilities

that are exposed to interest rate risk are described in Notes 7 and 8. Following are our interest rate derivatives subject to
interest rate risk as of December 31, 2003. The interest rates illustrated in the interest rate swaps section of the table below
refer to the average expected rates we would receive and the average expected rates we would pay based on the contracts.
The notional amount is the principal amount of the debt subject to the interest rate swap contracts. The fair value represents
the amount we would receive if we exited the contracts as of December 31, 2003.

Maturity

After Fair Value

2004 2005 2006 2007 2008 2008 Total 12/31/03

Interest Rate Derivatives

Interest Rate Swaps:

Receive Fixed/Pay Variable Notional Amount

Variable Rate Payablet

Weighted Average Fixed Rate Receivable

Lease Obligations

Variable Rate Leases2

Average Interest Rate2

$1,000 — — $2,500 $3,500 $90

2.8% 4 2% 5 2% 6 1% 6 5% 7.0%
5.9% 59% 59% 60% 60% 59

$53 — — — — — $ 53 $53

1.4%

&Interest payable based on current and implied forward rates for Three or Six Month LIBOR plus a spread ranging between approximately 64 and 170 basis points.
&Average interest rate as of December 31, 2003 based on current and implied forward rates for One Month UBOR plus 30 basis points. The lease obligations require

interest payments only until their maturity in March 2004.

In August 2003 we entered into $1,000 in variable interest
rate swap contracts on our 5.875% fixed rate debt which
matures in August 2012. In the fourth quarter of 2003 we
entered into two variable rate swap contracts on our fixed
rate debt We entered into $1,000 in variable rate swap
contracts on our 5.875% fixed rate debt which matures in

February 2012 and $500 in variable rate swap contracts on
our 6.25% fixed rate debt which matures in March 2011.
At December 31, 2003 we had interest rate swaps with a
notional value of $3,500 and a fair value of approximately.
$90. All of our interest rate swaps were designed with
exactly matching maturity dates of the underlying debt to
which they are related, allowing for perfectly effective
hedges. At December 31, 2002, we had interest rate swaps
with a notional value of $1,000 and a fair value of
approximately $79.

In January 2004, we entered into $750 in variable interest
rate swap contracts on our 6.25% fixed rate debt that
matures in March 2011.

QUALITATIYE INFORMATION ABOUT MARKET RISK

Foreign Exchange Risk From time to time, we make
investments in businesses in foreign countries, are paid
dividends, receive proceeds from sales or borrow funds in

foreign currency. Before making an investment, or in

anticipation of a foreign currency receipt, we often will
enter into forward foreign exchange contracts. The contracts
ar'e used to provide currency at a fixed rate. Our policy is

to measure the risk of adverse currency fluctuations by
calculating the, potential dollar losses resulting from changes
in exchange rates that have a reasonable probability of
occurring. We cover the exposure that results from changes
that exceed acceptable amounts. We do not speculate in

foreign exchange markets.
Interest Rate Risk We issue debt in fixed and floating

rate instruments. Interest rate swaps are used for the
purpose of controlling interest expense by managing the
mix of fixed and floating rate debt. We do not seek to make
a profit from changes in interest rates. We manage interest
rate sensitivity by measuring potential increases in interest
expense that would result from a probable change in

interest rates. When the potential increase in interest
expense exceeds an acceptable amount, we reduce risk

through the issuance of fixed rate (in lieu of variable rate)
instruments and purchasing derivatives.
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AND ANALYSIS OF

RESULTS OF OPERATIONS (CONTINUED)

MANAGEMENT'S DISCUSSION

FINANCIAL CONDITION AND
Dollars in millions except per share amounts

MARKET RISK

We are exposed to market risks primarily from changes in
interest rates and foreign currency exchange rates. In

managing exposure to these fluctuations, we may engage in
various hedging transactions that have been authorized
according to documented policies and procedures. We do

not use derivatives for trading purposes, to generate income

or tO engage in speculative activity. Our capital costs are
directly linked to financial and business risks. We seek to

manage the potential negative effects from market volatility

and market risk. The majOrity of our finandal instruments

are medium-and long-term fixed rate notes and debentures.
Fluctuations in market interest rates can lead to significant
fluctuations in the fair value of these notes and debentures.

It is our policy to manage our debt structure and foreign
exchange exposure in order to manage capital costs, control

financial risks and maintain financial flexibility over the long
term. Where appropriate, we will take actions to limit the

negative effect of interest and foreign exchange rates,

liquidity and counterparty risks on shareowner value.

QUANTITATIVE INFORMATION ABOUT MARKET RISK

Interest Rate Sensitivity The prindpal amounts by expected maturity, average interest rate and fair value of our liabilities

that are exposed to interest rate risk are described in Notes 7 and 8. Following are our interest rate derivatives subject to
interest rate risk as of December 31, 2003. The interest rates illustrated in the interest rate swaps section of the table below

refer to the average expected rates we would receive and the average expected rates we would pay based on the contra_cs.

The notional amount is the principal amount of the debt subject to the interest rate swap contracts. The fair value represents
the amount we would receive if we exited the contracts as of December 31, 2003.

Maturity
After Fair Value

2004 2005 2006 2007 2008 2008 Total 12/31/03

Interest Rate Derivatives

Interest Rate Swaps:

Receive Fixed/Pay Variable Notional Amount -- -- $1,000 -- -- $2,500 $3,500 $90

Variable Rate Payable 1 2.8% 4.2% 5.2% 6.1% 6.5% 7.0%

Weighted Average Fixed Rate Receivable 5.9% 5.9% 5.9% 6.0% 6.0% 5.9%

Lease Obligations

Variable Rate Leases2_ $53 ....... $ 53 $53

Average Interest Rate 2 1.4% ......

1Interest payable based on current and Implied forward rates for Three or Six Month LIBOR plus a spread ranging between approximately 64 and 170 basis points.

2Average interest rate as of December 31, 2003 based on current and Implied forward rates for One Month UBOR plus 30 basis points. The lease obligations require

interest payments only until their maturity In March 2004.

In August 2003 we entered into $1,000 in variable interest

rate swap contracts on our 5.875% fixed rate debt which
matures in August 2012. In the fourth quarter of 2003 we

entered into two variable rate swap contracts on our fixed

rate debt. We entered into $1,000 in variable rate swap
contracts on our 5.875% fixed rate debt which matures in

February 2012 and $500 in variable rate swap contracts on
our 6.25% fixed rate debt which matures in March 2011.

At December 31, 2003 we had interest rate swaps with a

notional value of $3,500 and a fair value of approximately F :

$90. All of our interest rate swaps were designed with

exactly matching maturity dates of the underlying debt to
which they are related, allowing for perfectly effective

hedges. At December 31, 2002, we had interest rate swaps
with a notional value of $1,000 and _ fair value of

approximately $79.

in January 2004, we entered into $750 in variable interest

rate swap contracts On our 6.25% fixed rate debt that
matures in March 2011.

QUALITATIVE INFORMATION ABOUT MARKET RISK

Foreign Exchange Risk From time to time, we make
investments in businesses in foreign countries, are paid

dividends, receive proceeds from sales or borrow funds in

foreign currency. Before making an investment, or in
anticipation of a foreign currency receipt, we often will

enter into forward foreign exchange contracts. Thecontracts
amused to provide currency at a fixed rate. Our policy is
to measure the risk of adverse currency fluctuations by

calculating the.potential dollar losses resulting from changes

in exchange rates that have a reasonable probability of
occurring. We cover the exposure that results from changes
that exceed acceptable amounts. We do not speculate in

foreign exchange markets.
Interest Rate Risk We issue debt in fixed and floating

rate instruments. Interest rate swaps are used for the

purpose of controlling interest expense by managing the

mix of fixed and floating rate debt. We do not seek to make

a profit from change s in interest rates. We manage interest
rate sensitivity by measuring potential increases in interest
expense that would result from a probable chang e in
interest rates. When the potential increase in interest

expense exceeds a n acceptable amount, we reduce risk
through the issuance of fixed rate (in lieu of variable rate)

instruments and purchasing derivatives.
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CAUTIONARY LANGUAGE CONCERNING

FORWARD-LOOKING STATEMENTS

Information set forth in this report contains forward-looking
statements that are subject to risks and uncertainties. We
claim the protection of the safe harbor for forward-looking
statements provided by the Private Securities Litigation
Reform Act of 1995.

The following factors could cause our future results
to differ materially from those expressed in the forward-
looking statements:

~ Adverse economic changes in the markets served by
SBC or in countries in which SBC has significant
investments.

~ Changes in available technology and the effects of
such rhanges including product substitutions and
deployment costs.

~ Uncertainty in the U.S. securities market and adverse
medical cost trends.

~ The final outcome of Federal Communirations
Commission proceedings and re-openings of such
proceedings, including the Triennial Review and other
rulemakings, and judicial review, if any, of such
proceedings, including issues relating to access charges,
availability and priring of unbundled network elements
and platforms (UNE-Ps) and unbundled loop and
transport elements (EELs).

~ The final outcome of state regulatory proceedings in
SBC's 13-state area and re-openings of such proceedings,
and judicial review, if any, of such proceedings,
including proceedings relating to interconnection terms,
access charges, universal service, UNE-Ps and resale and
wholesale rates, SBC's broadband initiative known as
Project Pronto, performance measurement plans,
service standards and reciprocal compensation.

~ Enactment of additional state, federal and/or foreign
regulatory laws and regulations pertaining to our
subsidiaries and foreign investments.

~ Our ability to absorb revenue losses caused by UNE-P

requirements and increasing competition and to
maintain capital expenditures.

~ The extent of competition in SBC's 13-state area and
the resulting pressure on access line totals and wireline
and wireless operating margins.

~ Our ability to develop attractive and profitable product/
service offerings to offset inrreasing competition in our
wireline and wireless markets.

~ The ability of our competitors to offer product/service

offerings at lower prices due to adverse regulatory
decisions, including state regulatory proceedings
relating to UNE-Ps and non-regulation of comparable
alternative technologies (e.g., VolP).

~ The outcome of current labor negotiations and its

effect on operations and financial results.
~ The issuance by the Financial Accounting Standards

Board or other accounting oversight bodies of new
accounting standards or changes to existing standards.

~ The impact of the wireless joint venture with BellSouth,
known as Cingular, including marketing and product-
development efforts, customer acquisition and
retention costs, access to additional spectrum, tech-
nological advancements, industry consolidation and
availability and cost of capital.

~ Changes in our corporate strategies, such as changing
network requirements or acquisitions and dispositions,
to respond to competition and regulatory and
technology developments.

'

Readers are cautioned that other factors discussed in

this report, although not enumerated here, also could
materially impact our future earnings.
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CAUTIONARY LANGUAGE CONCERNING
FORWARD-LOOKING STATEMENTS

Information set forth in this report contains forward-looking

statements that are subject to risks and uncertainties. We
claim the protection of the safe harbor for forward-looking
statements provided by the Private Securities Litigation
Reform Act of 1995.

Th e following factors could cause our future results
to differ materially from those expressed in the forward-

looking statements:
• Adverse economic changes in the markets served by

SBC or in countries in which SBC has significant
investments;

o

• Changes in available technology and the effects of

such changes including product substitutions and

deployment costs.
• Uncertainty in the U.S. securities market and adverse

medical cost trends.

• The final outcome of Federal Communications

C0mmission proceedings and re-openings of such

proceedings, including the Triennial Review and other

rulemakings, and judicial review, if any, of such

proceedings, including issues relating to access charges,
availability and pricing of unbundled network elements

and platforms (UNE-Ps) and unbundled loop and

transport elements (EELs).
• The final outcome of state regulatory proceedings in

SBC's 13-state area and re-openings of such proceedings,

and judicial review, if any, of such proceedings,

includ!ng proceedings relating to interconnection terms,
access charges, universal service, UNE-Ps and resale and
wholesale rates, SBC's broadband initiative known as

Project Pronto, performance measurement plans,

service standards and reciprocal compensation.
• Enactment of additional state, federal and/or foreign

regulatory laws and regulations pertaining to our
subsidiaries and foreign investments.

• Our ability to absorb revenue losses caused by UNE-P

requirements and increasing competition and to
maintain capital expenditures.

• The extent of competition in SBC's 13-state area and

the resulting pressure on access line totals and wireline

and wireless operating margins.
• Our ability to develop attractNe and profitable product/

service offerings to offset increasing competition in our
wireline and wireless markets. °

• The ability of our competitors to offer product/service

offerings at lower prices due to adverse regulatory
decisions, including state regulatory proceedings

relating to UNE-Ps and non-regulation of comparable
alternative technologies (e.g., VolP).

• The outcome of Current labor negotiations and its
effect on operations and financial results.

• The issuance by the Financial Accounting Standards
Board or other accounting oversight bodies of new

accounting standards or changes to existing standards.

• The impact of the wireless joint venture with BellSouth,

known as Cingular, including marketing and product-
development efforts, customer acquisition and
retention costs, access to additional spectrum, tech-

nological advancements, industry consolidation and

availability and cost of capital.

• Changes in our corporate strategies, such as changing
network requirements or acquisitions and dispositions,

to respond to competition and regulatory and
technology developments. '

Readers are cautioned that other factor, s discussed in

this report, although not enumerated here, also could

materially impact our future earnings.
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CONSOLIDATED STATEMENTS OF INCOME
Dollars in millions except per share amounts

Operating Revenues
Voice
Data
l.ong-distance voice
Directory advertising
Other

2003

$22,134
10,150
2+61
4,317
1581

2002

$24,752
9,639
2,324
4,504
1,919

2001

$26,694
9,631
2,530
4,518
2,535

Total operating revenues 40,843 43,138 45,908

Operating Expenses
Cost of sales (exclusive of depreciation and amortization

shown separately below)
Selling, general and administrative
Depreciation and amortization

Total operating expenses

Operating Income

Other Income (Expense)
Interest expense
Interest income
Equity in net income of affiliates
Other income (expense) —net

Total other income (expense)

Income Before Income Taxes

income taxes

16,653
9,851
7,870

34,374
6W9

(1@41)
603

1,253
1,817

8,901

2,930

16,362
9,575
8,578

34,515
8,623

(1,382)
561

1,921
734

1,834

10,457

2,984

16,940
9,383
9,077

35,400

10,508

(1,599)
682

1,595
(236)

10,950
'3,942

Income Before Extraordinary Item and Cumulative Effect of Accounting Changes 5,971 7,473 7,008

Extraordinary item, net of tax
Cumulative effect of accounting changes, net of tax

(7)
2,541 (1,820)

Net Income $8,505

Earnings Per Common Share:
Incoine Before Extraordinary item and Cumulative Effect of Accounting Changes $1.80
Net Income $2.56

Earnings Per Common Share —Assuming Dilution:
Income Before Extraordinary Item and Cumulative Effect of Accounting Changes $1.80
Net Income $2.56

The accompanying notes are an integral part of the consolidated financial statements.

$5,653

$2,24
$1.70

$2.23
$1.69

$7,008

$2.08
$2.08

$2O7
$2.O7
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CONSOLIDATEDSTATEMENTSOF INCOME
Dollarsinmillionsexceptpershareamounts

2003 2002 20o1"

Operating Revenues
Voice $22,134 $24,752 $26,694

Data 10,150 9,639 9,631

Long-distance voice 2_561 2,324 2,530

Directory advertising 4;317 4,504 4,518
Other 1,681 1,919 2,535

Total operatingrevenues 40,843 43,138 45,908

Operating Expenses

Cost of sales (exclusive of depreciation and amortization
shown separately below)

Selling, general and administrative

Depreciation and amortization

16,653 16,362 16,940

9,851 9,575 9,383

7,870 8,578 9,077

Total operating expenses 34,374 34,515 35,400

Operating Income 6_469 8,623 10,508

Other Income (Expense)

Interest expense
Interest income

Equity in net income of affiliates

Other income (expense) - net

(1,241) (1,382) (1,599) •
603 561 682

1,253 1,921 1,595

1,817 734 (236)

Total other income (expense) 2_432 1,834 442

Income Before Income Taxes 8,901 10,457 10,950

Income taxes 2,930 2,984 3,942

Income Before Extraordinary Item and Cumulative Effect of Accounting Changes 5,971 7,473 7,008

Extraordinary item, net of tax (7) --

Cumulative effect of accounting changes, net of tax 2,541 (1,820)

Net lncome $ 8,505 $ 5,653 $ 7,008

Earnings Per Common Share:

Income Before Extraordinary Item and Cumulative Effect of Accounting Changes $ 1,80 $ 2.24 $ 2.08
Net Income $ 2.56 $ 1.70 $ 2.08

Earnings Per Common Share - Assuming Dilution:
Income Before Extraordinary Item and Cumulative Effect of Accounting Changes $ 1.80 $ 2.23 $ 2.07
Net Income $ 2.56 $ 1.69 $ 2.07

The accompanyingnotes,arean integralpart of the consolidatedfinancialstatementsl
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CONSOLIDATED BALANCE SHEETS
Dollars in millions except per share amounts

December 31,

2003 2002

Assets
Current Assets
Cash and cash equivalents
Accounts receivable —net of allowances for uncollectibles of $914 and $1,427
Short-term investments
Prepaid expenses
Deferred income taxes
Other current assets

$4,806
6,178

378
760
712

1,134

$3,567
8,540

1

687
704
590

Total current assets

Property, Plant and Equipment —Net

Goodwill

Investments in Equity Affiliates

Investments in and Advances to Cingular Wireless

Other Assets

Total Assets

13,968 14,089
52,128 48,490

1,611
6,947

1,643

5,887
11,003 10,468
14,509 14,480

$100,166 $95,057

Liabilities and Shareowners' Equity
Current Uabilities
Debt maturing within one year
Accounts payable and accrued liabilities
Accrued taxes
Dividends payable

$1,879
10,870

478
1,033

$3,505
9,413

870
895

Total current liabilities

Long-Term Debt

14,260 14,683

16,060 18,536
Deferred Credits and Other Noncurrent Liabilities
Deferred income taxes
Postemployment benefit obligation
Unamortized investment tax credits
Other noncurrent liabilities

15,079
12,692

220
3,607

10,726
14,094

244
3,575

Total deferred credits and other noncurrent liabilities 31,598 28,639
Shareownersr Equity
Preferred shares ($1 par value, 10,000,000 authorized: none issued)
Common shares ($1 par value, 7,000,000,000 authorized: issued

3,433,124,836 at December 31, 2003 and 2002)
Capital in excess of par value.
Retained earnings
Treasury shares (127,889,010 at December 31, 2003 and 115,483,544 at December 31, 2002, at cost)
Additional minimum pension liability adjustment
Accumulated other comprehensive income

3933
13,010
27,635
(4,698)
(1,132)

3,433
12,999
23,802
(4,584)
(1,473)

(978)
Total shareowners' equity

Total Liabilities and Shareowners' Equity

The accompanying notes are an integral part of the consolidated financial statements.

38,248 33,199
$100,166 $95,057
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CONSOLIDATEDBALANCE
Dollarsinmillionsexceptpershareamounts

SHEETS

December 31,

2003 2002

Asse_
Current Assets

Cash and cash equivalents
Accounts receivable - net of allowances for uncollectibles of $914 and $1,427

Short-term investments

Prepaid expenses
Deferred income taxes

Other current assets

$ 4,8(]6 $ 3,567

6,178 8,540
378 1

760 687

: 712 704

1,134 590

Total current assets 13,968 14,089

Property, Plant and Equipment- Net . 52,128 48,490

Goodwill 1,611 1,643

Investments in Equity Affiliates 6,947 5,887

Investments in and Advances to Cingular Wireless 11;003 10,468

Other Assets 14,509 14,480

Total Assets $100,166 $95,057

'//Liabilities and Shareowners" Equity
Current Uabilities

Debt maturing within one year

Accounts payable and accrued liabilities
Accrued taxes

Dividends payable _,

$ 1,879 $ 3,505

10,870 9,413

478 870

1,033 895

Total current liabilities 14,260 14,683

Long-Term Debt 16,060 18,536

Deferred Credits and Other Noncurrent Uabilities
Deferred income taxes

Postemployment benefit obligation
Unamortized investment tax credits

Other noncurrent liabilities

15,079 10,726

12,692 1_094
220 244

3,607 3,575

Total deferred credits and other noncurrent liabilities 31,598 28,639

Shareowners" Equity

Preferred shares ($1 par value, 10,000,000 authorized: none issued)

Common shares ($1 par value, 7,000,000,000 authorized: issued
3,433,124,836 at December 31, 2003 and 2002)

Capital in excess of par value

Retained earnings

Treasury shares (127,889,010 at December 31, 2003 and 115,483,544 at December 31, 2002, at cost)

Additional minimum pension liability adjustment
Accumulated other comprehensive income

3A33

13,010

27,635

(4,698)
(1,132)

3,433

12,999

23,802

(4,584)

(1,473)

(978)

Total shareowners" equity 38,248 33,199

Total Liabilities and Shareowners" Equity $100,166 $95,057

The accompanyingnotesare an integralpart of the consolidated financialstatements.

PAG E]--_



CONSOLIDATED STATEMENTS OF CASH FLOWS
- Dollars in millions, increase (decrease) in cash and cash equivalents

Operating Activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Undistributed earnings from investments in equity affiliates
Provision for uncollectible accounts
Amortization of investment tax credits
Deferred income tax expense
Gain on sales of investments
Extraordinary item, net of tax
Cumulative effect of accounting changes, net of tax
Retirement benefit funding
Changes in operating assets and liabilities:

Accounts receivable
Other current assets
Accounts payable and accrued'liabilities

Other —net
Total adjustments

Net Cash Provided by Operating Activities

investing Activities
Construction and capital expenditures
Investments in affiliates —net
Purchases of marketable securities
Maturities of marketable securities
Purchases of other investments
Dispositions
Acquisitions
Other

Net Cash Used in Investing Activities

Fin'ancing Activities
Net change in short-term borrowings with original

maturities of three months or less
Issuance of other short-term borrowings
Repayment of other short-term borrowings
Issuance of long-term debt
Repayment of long-term debt
Early extinguishment of corporation-obligated mandatorily redeemable

preferred securities of subsidiary trusts
Purchase of treasury shares
Issuance of treasury shares
Redemption of preferred shares of subsidiaries
issuance of preferred shares of subsidiaries
Dividends paid
Other

Net Cash Used in Financing Activities

Net increase in cash and cash equivalents

Cash and cash equivalents beginning of year
Cash and Cash Equivalents End of Year

The accompanying notes are an integral part of the consolidated financial statements.

2003

$8,505

7,870
(965)
869
(24)3~

(1,775)
7

(2,541)
(1,645)

(154)
(148)
521

(447)

5,012
13,517

(5,219)

(710)
248

(436)
3,020

(8)

(3,105)

(78)

(1,070)

(3,098)

(490)
102

(4,539)

(9,'l73)

1,239
3,567

$4,806

2002

$5,653

8,578
(1,586)
1,407

(30)
2,472,.::"

P94)

1,820
(3)

(571)
486

(1,943)
(279)

9,557

15,210

(6,808)
(139)

4,349
P31)

1

(3,328)

(1,791)
4,618
(7,718)
2,251

(1,499)

(1,456)
147

43
'(3,557)

(56)

(9,018)
'

2,864
703

$3,567

2001

$7,008

9,077
(755)

1,384
(44)

1,971
(498)

(672)
(61)

(2,364)
(241)

7,797
14,805

(1 1,189)
1,482

510

1,254
(445)

1

(8,387)

(2,733)
7,481

(4,170)
3.732

(4,036)

(1,000)
(2,068)

323
(470)

(3,456)
39

(6,358)
60

643

$ 703
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CONSOLIDATEDSTATEMENTSOF CASH
Dollarsin millions,increase(decrease)incashandcashequivalents

FLOWS

2003 2002 2001

Operating Activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Undistributed earnings from investments in equity affiliates
Provision for uncollectible accounts

Amortization of investment tax credits

Deferred income tax expense
Gain on sales of investments

Extraordinary item, net of tax
Cumulative effect of accounting changes, net of tax

Retirement benefit funding

Changes in operating assets and liabilities:
Accounts receivable

Other current assets

Accounts payable and accruedliabilities
Other- net

S 8,505 $ 5,653 $ 7,008

7,870 8,578 9,077

(965) (1,586) (755)

869 1,407. 1,384

(24) (30 ) (44)

3,444 21472 _'_; : 1,971
(1,775) (794) (498)

(2,541) i,820 _--

(1,645) (3) --

(154) (571) (672)

(148) 486 (61)

521 (1,943) (2,364)

(447) (279) (241)

Total adjustments 5,012 9,557 7,797

Net Cash Provided by Operating Activities 13,517 15,210 14,805

Investfng Activities

Construction and capital expenditures
Investments in affiliates - net

Purchases of marketable securities

Maturities of marketable securities

Purchases of other investments

Dispositions

Acquisitions
Other

Net Cash Used in Investing Activities

(5,219)

(710)
248

(436)

3,020

(8)

(6,808) (I 1,i 89)

(139) 1,482

u 510

4,349 1,254

(731) (445)

I I

(3,105) (3,328) (8,387)

Financing Activities

Net change in short-term borrowings with original
maturities of three months or less

Issuance of other short-term borrowings

Repayment of other short-term borrowings

Issuance of long-term debt

Repayment of long-term debt

Early extinguishment of corporation-obligated mandatorily redeemable
preferred securities of subsidiary trusts

Purchase of treasury shares

Issuance of treasury shares

_ Redemption of Preferred shares of subsidiaries

Issuance of preferred shares of subsidiaries

Dividends paid
Other

(78) (1,791) (2,733)

m 4,618 7,481

(1,070) (7,718) (4,170)

2,251 3,732
(3,098) (1,499) (4,036)

N w

(490) (1,456)

102 147

: 43

(4,539) _(3,557)

-- (56)

(1,000)

(2,068)
-323

(470)

(3,456)

39

Net Cash Used in'Financing Activities (9,173) (9,018)" (6,358)

Net increase in cash and cash equivalents .1,239 2,864 60

Cash and cash equivalents beginning of year 3,567 703 643

Cash and Cash Equivalents End of Year $ 4,806 $ 3,567 $ 703

The accompanying notes are an Integral part of the consolidated financial statements.
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CONSOI. IDATED STATEMENTS OF SHAREOWNERS' EQUITY
Dollars and shares in millions except per share amounts

Common Stock
Balance at beginning of year

Balance at end of year

Capital in Excess of Par Value
Balance at beginning of year
Issuance of shares
Stock option expense
Other
Balance at end of year

Refained Earnings
Balance at beginning of year
Net income ($2.56, $1,70 and $2.08 per share)
Dividends to shareowners

($1A1, $1.08 and $1.025 per share)
Other
Baiance at end of year

Treasury Shares
Balance at beginning of year
Purchase of shares
Issuance of shares

Balance at end of year

Additional Minimum Pension Liability Adjusfmenf
Balance at beginning of year
Required charge (net of taxes of $210 and $904)

2003

Shares Amount

3,433 $3+33
3,433 $3+33

$12,999
(181)
183

9
$13,010

$23,802
8,505

(4,674)
. 2

$27,635

(115) $ (4,584)
(21) (490)

8 376

(128) $ (4,698)

$ (1373)
341

2002

Shares Amount

3,433 $3,433
$3;433

$12,820
(165)
390
(46)

$12,999

$21,737
5,653

(3,591)
3

$23,802

(79) $ (3,482)
(44) (1,456)

8 354
(115) $ (4,584)

$
(1,473)

2001

Shares Amount

3,433 $3,433
3,433 $3,433

$12,611
(281)
380
110

$12,820

$18,174
7,008

(3,448)
3

$21,737

(46) $ (2,071)
(47) (2,068)
14 657

(79) $ (3,482)

Balance at end of year $ (1,132) $ (1,473)

Accumulated Ofher Comprehensive Income, net of tax
Balance at beginning of year
Foreign currency translation adjustment,

net of taxes of $302, $309 and $(172)
Unrealized gains (losses) on available-for-sale

securities, net of taxes of $264, $(19) and $(35)
Less reclassification adjustment for net (gains) losses

included in net income
Less reclassification adjustment for loss

included in deferred revenue

$ (978)

561

536

(119)

$ (1,589)

628

(38)

$ (1,307)

(320)

(64)

Other comprehensive income (loss)

Balance at end of year

978 611
$ $ (978)

(282)

$ (1,589)

Total Comprehensive Income
Net income
Additional minimum pension liability adjustment per above
Other comprehensive income (loss) per above
Total Comprehensive Income

The accompanying notes are an integral part of the consolidated financial statements.

$8,505
341
978

$9,824

$5,653
(1,473)

611
$4,791

$7,008

(282)

$6,726

CONSOLIDATEDSTATEMENTSOF
Dollarsandsharesinmillionsexceptpershareamounts

SHAREOWNERS' EQUITY

2003 2002 2001

Shares Amount Shares Amount Shares Amount

Common Stock

Balance at beginning of year 3,433 $ 3v433 3,433 $ 3,433 3,433 $ 3,433

Balance at end of year 3,433 $ 3_433 3,433 $ 3,:433 3,433 $ 3,433

Capital in Excess of Par Value

Balance at beginning of year $12,999 $12,820

Issuance of shares (181) (165)

Stock option expense 183 390

Other 9 (46)

$12,611

(281)
380

110

Balance at end of year " ' $13,010 $12,999 $12,820

Retained Earnings

Balance at beginning of year

Net income ($2.56, $1.70 and $2.08 per share)
Dividends to shareowners

($1.41, $1.08 and $1.025 per share)
Other

$23,802 $21,737 $18,174

8,505 5,653 7,008

(4,674) (3,591) (3,44. 8)

2 3 3

Balance at end of year $27,635 $23,802 $21,737

Treasury Shares

Balance at beginning of year (115) $ (4,584) (79) $ (3,482) (46) $ (2,071)

Purchase of shares (21) (490) (44) (1,456) (47) (2,068)
Issuance of shares 8 376 8 354 14 657

Balance at end of year (128) $ (4,698) (115) $ (4,584) (79) $ (3,482)

Additional Minimum Pension Liability Adjustment

Balance at beginning of year $ (1_73) $ -- $ --

Required charge (net of taxes of $210 and $904) 341 ' (1,473) --

Balance at end of year $ (1,132) $ (1,473) $ --

Accumulated Other Comprehensive Income, net of tax

Balance at beginning of year

Foreign currency translation adjustment,
net of taxes of $302, $309 and $(172)

Unrealized gains (losses) on available-for-sale

securities, net of taxes of $264, $(19) and $(35)

Less reclassification adjustment for net (gains) losses
included in net income

Less reclassification adjustment for loss

included in deferred revenue

(978) $ (1,589) $ (1,307)

561 628 (320)

536 (38) (64)

(119) 7 5

_m 14 97

Other comprehensive income (loss) 978 611 (282)

Balance at end of year $ _ $ (978) $ (1,589)

Total Comprehensive Income
Net income

Additional minimum pension liability adjustment per above
Other comprehensive income (loss) per above

Total Comprehensive Income

$ 8,505 $ 5,653 $ 7,008
341 (1,473) --

978. 611 .... " (282)

$ 9,824 $ 4,791 $ 6,726

Theaccompanyingnotesare anIntegralpartof the consolidatedfinancialstatements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Dollars in millions except per share amounts

NOTE 1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Presentation —Throughout this document, SBC
Communications Inc. is referred to as "we" or SBC".The
consolidated financial statements include the accounts of
SBC and our majority-owned subsidiaries. Our subsidiaries
and affiliates operate in the communications services industry
both domestically and worldwide providing wireline and
wireless telecommunications services and equipment as well
as directory advertising and publishing services.

All significant intercompany transactions are eliminated
in the consolidation process. Investments in partnerships,
joint ventures, including Cingular Wireless (Cingular), and less
than majority-owned subsidiaries where we have significant
influence are accounted for under the equity method. We
account for our 60% economic interest in Cingular under
the equity method since we share control equally (i.e., 50/50)
with our 40% economic partner in the joint venture. We
have equal voting rights and representation on the board
of directors that controls Cingular. Earnings from certain
foreign investments accounted for using the equity method
are included for periods ended within up to three months
of our year end (see Note 6).

In January 2003, the Financial Accounting Standards Board
(FASB) issued FASB Interpretation No. 46 "Consolidatioii of
Variable Interest Entities, an Interpretation of Accounting
Research Bulletin (ARB) No. 51" (FIN 46). FIN 46 provides
guidance for determining whether an entity is a variable
interest entity (VIE), and which equity investor of that VIE,
if any, should include the VIE in its consolidated financial
statements. In December 2003, the FASB staff revised FIN 46
to clarify some of the provisions. For certain VIEs, FIN 46
became effective for periods ending after December 15,
2003. In 2003, we recorded an extraordinary loss of $7, net
of taxes of $4, related to consolidation of real estate leases
under FIN 46. In addition, the revision delayed the effective
date for application of FIN 46 by large public companies, such
as us, until periods ending after March 15, 2004 for all types
of VIEs other than special-purpose entities, including our
investment in Cingular. We are currently evaluating how the
provisions of FIN 46 will affect our accounting for Cingular.

The preparation of financial statements in conformity
with accounting principles generally accepted in the United
States (GAAP) requires management to make estimates and
assumptions that affect the amounts reported in the financial
statements and accompanying notes, including estimates of
probable losses and expenses. Actual results could differ
from those estimates. We have reclassified certain amounts
in prior-period financial statements to conform to the
current year's presentation.

Income Taxes —Deferred income taxes are provided for
temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the
amounts used for tax purposes. We provide valuation
allowances against the deferred tax assets for amounts
when the realization is uncertain.

Investment tax credits earned prior to their repeal by the
Tax Reform Act of 1986 are amortized as reductions in
income tax expense over the lives of the assets which gave
rise to the credits.

Cash Equivalents —Cash and cash equivalents include
all highly liquid investments with original maturities of
three months or less, and the carrying amounts approximate
fair value. In addition to cash, our cash equivalents include
municipal securities, money market funds and variable-
rate securities (auction rate and/or preferred securities
issued by domestic or foreign corporations, municipalities
or closed-end management investment companies). At
December 31, 2003, we held $309 in cash, $356 in municipal
securities, $1,705 in variable-rate securities, $2,399 in money
market funds and $37 in other cash equivalents.

Investment Securities —Investments in securities principally
consist of held-to-maturity or available-for-sale instruments.
Short-term and long-term investments in money market
securities and other auction-type securities are carried as
held-to-maturity securities. Available-for-sale securities
consist of various debt and equity securities that are long-
term in nature. Unrealized gains and losses on available-
for-sale securities, net of tax, are recorded in accumulated
other comprehensive income.

Revenue Recognition —Revenues and associated expenses
related to nonrefundable, upfront wireline service activation
fees are deferred and recognized over the average customer
life of five years. Expenses, though exceeding revenue, are
only deferred to the extent of revenue.

Certain revenues derived from local telephone, long-
distance, data and wireless services (principally fixed fees)
are billed monthiy in advance and are recognized the
following month when services are provided. Other revenues
derived from telecommunications services, principally long-
distance and wireless airtime usage (in excess or in lieu of
fixed fees) and network access, are recognized monthly as
services are provided.

Prior to 2003, we recognized revenues and expenses
related to publishing directories on the "issue basis" method
of accounting, which recognizes the revenues and expenses
at the time the initial delivery of the related directory is

completed. See the discussion of our 2003 change in directory
accounting in the "Cumulative Effect of Accounting Changes"
section below.

The Emerging Issues Task Force (EITF), a task force
established to assist the FASB on significant emerging
accounting issues, has issued EITF 00-21, "Accounting for
Reveriue Arrangements with Multiple Deliverables"
(EITF 00-21). EITF 00-21 addresses certain aspects of
accounting for sales that involve multiple revenue-
generating products and/or services sold under a single
contractual agreement. For us, this rule became effective
for sales agreements entered into beginning July 1, 2003
and it did not have a material effect on our consolidated
financial statements.

Allowance for Uncollectibles —Our bad debt allowance is

estimated primarily based on analysis of history and future
expectations of our retail and our wholesale customers in

each of our operating companies. For retail customers, our
estimates aI'e based on our actual historical write-offs, net
of recoveries, and the aging of accounts receivable balances.
Our assumptions are reviewed at least quarterly and adjust-
ments are made to our bad debt allowance as appropriate.
For our wholesale customers, we use a statistical model
based on our aging of accounts receivable balances. Our risk
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
D01!arsinm!llionsexceptpershareamounts

NOTE 1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Basis of Presentation - Throughout this document, SBC
Communications Inc. is referred to as "we" or nSBC". The
consolidated finandal statements include the accounts of

SBC and our majodty_)wned subsidiaries. Our subsidiaries

and affiliates operate in the communications services industry

both domestically and worldwide providing wireline and
wireless telecommunications services and equipment as well
as directory advertising and publishing services.

All significant intercompany transactions are eliminated
in the consolidation process. Investments in partnerships,

joint ventures, including Cingular Wireless (Cingular), and less

than majority-owned subsidiaries where we have significant
influence are accounted for under the equity method. We

account for our 60% economic interest in Cingular under
the equity method since we share control equally (i.e., 50/50)
with our 40% economic partner in the joint venture_ We

have equal voting rights and representation on the board

of directors that controls Cingular. Earnings from certain
foreign investments accounted for using the equity method

are included for periods ended within up to three months
of our year end (see Note 6).

In January 2003, the Financial Accounting Standards Board

(FASB) issued FASB interpretation No. 46 "Consolidation of
Variable Interest Entities, an Interpretation of Accounting

Research Bulletin (ARB) No. 51" (FIN 46). FIN 46 provides

guidance for determining whether an entity is a variable

interest entity (VIE), and which equity investor of that VIE,
if any, should include the VIE in its consolidated financial
statements. In December 2003, the FASB staff revised FIN 46

to clarify some of the provisions. For certain VIEs, FIN 46

became effective for periods ending after December 15,
2003. In 2003, we recorded an extraordinary loss of $7, net
of taxes of $4, related to consolidation of real estate leases

under FIN 46. In addition, the revision delayed the effective
date for application of FIN 46 by large public companies, such

as us, until Periods ending after March 15, 2004 for all types

of VIEs other than special-purpose entities, including our
investment in Cingular. We are currently evaluating how the

provisions of FIN 46 will affect our accounting for Cingu!ar.
The preparation of financial statements in conformity

with accounting principles generally accepted i n the United
States (GAAP) requires management to make estimates and
assumptions that affect the amounts reported in the financial:

statements and accompanying notes, including estimates of
probable losses and expenses. Actual results could differ

from those estimates. We have reclassified certain amouhts
in prior-period financial statements to conform to the

current year's presentation.

Income Taxes - Deferred income taxes are provided for
temporary differences between the carrying amounts of

assets and liabilities for financial reporting purposes and the
amounts used for tax purposes. We provide valuation
allowances against the deferred tax assets for amounts
when the realization is uncertain.

Investment tax credits earned prior to their repeal by the
Tax Reform Act of 1986 are amortized as reductions in

income tax expense over the lives of the assets which gave
rise to the credits.

Cash Equivalents - Cash and cash equivalents include
all highly liquid investments with original maturities of
three months or less, and the carrying amounts approximate

fair value. In addition to cash, our cash equivalents include

municipal securities, money market funds and variable-
rate securities (auction rate and/or preferred securities

issued by domestic or foreign corporations, municipalities
or dosed-end management investment companies). At

December 31, 2003, we held $309 in cash, $356 in municipal

securities, $1,705 in variable-rate securities, $2,399 in money
market funds and $37 in other cash equivalents.

Investment Securities - Investments in securities principally
consist of held-to-maturity or available-for-sale instruments.

Short-term and long-term investments in money market
securities and other auction-type securities are carried as

held-to-maturity securities. Available-for-sale securities

consist of various debt and equity securities that are long-
term in nature. Urirealized gains and losses on available-
for-sale securities, net of tax, are recorded in accumulated

other comprehensive income.
Revenue Recognition - Revenues and associated expenses

related to nonrefundable, upfront wireline service activation
fees are deferred and recognized over the average customer

life of five years. Expenses, though exceeding revenue, are

only deferred to the extent of revenue.
Certain revenues derived from local telephone, long.- •

distance, data and wireless services (principally fixed fees)

are billed monthly in advance and are recognized the

following month when services are provided. Other revenues

derived from telecommunications services, principally long-
distance and wireless airtime usage (in excess or ir_ lieu of

fixed fees) and network access, are recognized monthly as
services are provided.

Prior to 2003, we recognized revenues and expenses
related to publishing directories on the "issue basis" method

of accounting, which recognizes the revenues and expenses
at the time the initial delivery of the related directory is

completed. See the discussion of our 2003 change in directory

accounting in the "Cumulative Effect of Accounting Changes"
section below.

The Emerging Issues Task Force (EITF), a task force

established to assist the FASB on significant emerging

accounting issues, has issued EITF 00-21, "Accounting for

Revenue Arrangements with Multiple Deliverables"
(EITF 00-21). EITF 00-21 addresses certain aspects of
accounting for sales that involve multiple revenue-

generating products and/or services sold under a single
contractual agreement. For us, this rule became effective

for sales agreements entered into beginning July 1, 2003
and it did not have a material effect on our consolidated

financial statements.
Allowance for Uncollectibles - Our bad debt allowance is

estimated primarily based on analysis of history and future
expectations of our retail and our wholesale customers in

each of our operating companies. For retail customers, our

estimates ale based on our actual historical write-offs, net
of recoveries, and the aging of accounts receivable balances.

Our assumptions are reviewed at least quarterly and adjust-
ments are made to our bad debt allowance as appropriate.

For our wholesale customers, we use a statistica! model
based on our aging of accounts receivable balances. Our risk
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categories, risk percentages and reserve balance assumptions
built into the model are reviewed monthly and the bad debt
allowance is adjusted accordingly.
Reporting Gains and Losses from Extinguishment of Debt
On January 1, 2003, we adopted Statement of Financial
Accounting'Standards No. 145, "Rescission of FASH State-
ments No. 4, 44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections, " (FAS 145).The standard,
among other changes, rescinded FASB Statement No. 4,

Reporting Gains and Losses from Extinguishment of Debt,
an amendment of APB Opinion No. 30".As a result, the
criteria in APB Opinion No. 30, "Reporting the Results of
Operations - Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions, " now will be used to
classify gains and losses from extinguishment of debt. In

accordance with the provisions of FAS 145, we have reclassified

our 2001 loss of $18 (net of taxes of $10) related to the
early redemption of $1,000 of our corporation-obligated
mandatorily redeemable preferred securities of subsidiary
trusts from an extraordinary loss to an ordinary loss. The
effect of this reclassification was to decrease our previously
reported 2001 income before extraordinary item and
cumulative effect of accounting change by $18, or $0.01
per share, with no impact on our net income.
Cumulative Effect of Accounting Changes

Directory accounting Effective January 1, 2003, we
changed our method of recognizing revenues and expenses
related to publishing directories fram the "issue basis"
method to the "amortization" method. The issue basis
method recognizes revenues and expenses at the time the
initial delivery of the related directory is completed.
Consequently, quarterly income tends to vary with the
number and size of directory titles published during a
quarter. The amortization method recognizes revenues and
expenses ratably over the life of the directory, whirh is

typicaliy 12 months. Consequently, quarterly income tends
to be more consistent over the course of a year. We decided
to change methods because the amortization method has
now become the more prevalent method used among
significant directory publishers. This change will allow a more
meaningful comparison between our directory segment and
other publishing companies (or publishing segments of
larger companies).

Our directory accounting change resulted in a noncash

charge of $1,136, net of an incbme tax benefit of $714,
recorded as a cumulative effect of accounting change on the
Consolidated Statement of Income as of January 1, 2003.
The effect of this change was to ihcrease consolidated
pre-tax income and our directory segment income for 2003
by $80 ($49 net of tax, or $0.01 per diluted share). We
included the deferred revenue balance in the "Accounts
payable and accrued liabilities" line Item on our balance sheet

Depredation accounting On January 1, 2003, we
adopted Statement of Financial Accounting Standards
No. 143, "Accounting for Asset Retirement Obligations"
(FAS 143). FAS 143 sets forth how companies must account
for the costs of removal of long-lived assets when those
assets are no longer used in a company's business, but only if
a company is legally required to remove such assets. FAS 143
requires that companies record the fair value of the casts of

removal in the period in which the obligations are incurred

and capitalize that amount as part of the book value of the
long-lived asset. To determine whether we have a legal
obligation to remove our long-lived assets, we reviewed
state and federal law and regulatory decisions applicable
to our subsidiaries, primarily our wireline subsidiaries, which
have long-lived assets. Based on this review, we concluded
that we are not legally required to remove any of our
long-lived assets, except in a few minor instances.

However, in November 2002, we were informed that the
Securities and Exchange Commission (SEC) staff concluded
that certain provisions of FAS 143 require that we exclude
costs of removal from depreciation rates and accumulated
depreciation balances in certain circumstances upon adoption,
even where no legal removal obligations exist In our case,
this means that for plant accounts where our estimated costs
of removal exceed the estimated salvage value, we are
prohibited from accruing removal costs in those depreciation
rates and accumulated depreciation balances in excess of
the salvage value. For our other long-lived assets, where
our estimated costs of removal are less than the estimated
salvage value, we will continue to accrue the costs of
removal in those depreciation rates and accumulated
depreciation balances.

Therefore, in connection with the adoption of FAS 143 on
January 1, 2003, we reversed all existing accrued costs of
removal for those plant accounts where our estimated costs
of removal exceeded the estimated salvage value. The
noncash gain resulting from this reversal was $3,684, net of
deferred taxes of $2,249, recorded as a cumulative effect of
accounting change on the Consolidated Statement of
Income as of January 1, 2003.

During the fourth quarter of 2003, TDC A/5 (TDC), the
Danish national communications company in which we
hold an investment accounted for on the equity method,
recorded a loss upon adoption of FAS 143. Our share of
that loss was $7, which included no tax effect. This noncash
charge of $7 was also recorded as a cumulative effect of
accounting change on the Consolidated Statement of
Income as of January 1, 2003.

Beginning in 2003, for those plant accounts where our
estimated costs of removal previously exceeded the estimated
salvage value, we expense all costs of removal as we incur
them (previously those costs had been recorded in our
depreciation rates). As a result, our 2003 depreciation
expense decreased and our operations and support expense
increased as these assets were removed from service. The
effect of this change was to increase consolidated pre-tax
income and our wireline segment income for 2003 by $280
($172 net of tax, or $0.05 per diluted share). However, over
the life of the assets, total operating expenses recognized
under this new accounting method will be approximately
the same as under the previous method (assuming the cost
of removal would be the same under both methods).

Goodwill and otherinfangible assets accaunfing
On January 1, 2002, we adopted Statement of Financial
Accounting Standards Na. 142, "Goodwiil and Other
Intangible Assets" (FAS 142). Adoption of FAS 142 means
that we stopped amortizing goodwill, and at least annually
we will test the remaining book value of goodwill for
impairment. Any impairments subsequent to adoption will be
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categories,risk percentages and reserve balance assumptions
built into the model are reviewed monthly and the bad debt

allowance is adjusted accordingly.

Reporting Gains and Losses from Extinguishment of Debt
On January 1, 2003, we adopted Statement of Financial

Accounting_Standards No. 145, "Rescission of FASB State-
ments No. 4, 44, and 64, Amendment of FASB Statement

No. 13, and Technical Corrections, _ (FAS 145). The standard,
among other changes, rescinded FASB Statement No. 4,

UReporting Gains and Losses from Extinguishment of Debt,
an amendment of APB Opinion No. 30". As a result, the

criteria in APB Opinion No. 30, UReporting the Results of

Operations - Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently

Occurring Events and Transactions," now will be used to

classify gains and losses from extinguishment of debt. In
accordance with the provisions of FAS 145, we have reclassified
our 2001 loss Of $18 (net of taxes of $10) related to the

early redemption of $1,000 of our corporation-obligated
mandatorily redeemable preferred securities of subsidiary
trusts from an extraordinary loss to an ordinary lois. The
effect of this reclassification was to decrease our previously

reported 2001 income before extraordinary item and

cumulative effect of accounting change by $18, or $0.01

per share, with no impact on our net income.
Cumulative Effect of Accounting Changes

Directory accounting Effective January 1, 2003, we

changed our method of recognizing revenues and expenses
related to publishing directories from the "issue basis"
method to the "amortization" method. The issue basis

method recognizes revenues and expenses at the time the

initial delivery of the related directory is completed.

Consequently, quarterly income tends to vary with the
number and size of directory titles published during a

quarter. The amortization method recognizes revenues and
expenses ratably over the life of the directory, which is

typically 12 months. Consequently, quarterly income tends

to be more consistent over the course of a year. We decided

to change methods because the amortization method has
now become the more prevalent method used among

significant directory publishers. This change will allow a more

meaningful comparison between our directory segment and
other publishing companies (or publishing segments of

larger companies).
Our directory accounting change resulted in a noncash

charge of $1,!36, net of an income tax benefit of $714,

recorded as a cumulative effect of accounting change on the
Consolidated Statement of Income as of January 1, 2003.

The effect of this change was to ihcrease consolidated
pre_tax income and our directory segment income for 2003

:by $80 ($49 net of tax, or $0.01 per diluted share). We
included the deferred revenue balance in the "Accounts

payable and accrued liabilities" line item on our balance sheet.

Depreciation accounting On January 1, 2003, we
adopted Statement of Financial Accounting Standards

No. 143, UAccounting for Asset Retirement Obligations"

(FAS 143). FAS 143 sets forth how companies must account
for the costs of removal of long-lived assets when those

assets are no longer used in a company's business, but only if

a company is legally required to remove such assets. FAS 143
requires that companies record the fair value of the costs of

removal in the period in which the obligations are incurred

and capitalize that amount as part of the book value of the

long-lived asset. To determine whether we have a legal

obligation to remove our long-lived assets, we reviewed
state and federal law and regulatory decisions applicable

to our subsidiaries, primarily our wireline subsidiaries, which
have long-lived assets. Based on this review, we concluded

that we are not legally required to remove any of our
long-lived assets, except in a few minor instances.

However, in November 2002, we were informed that the

Securities and Exchange Commission (SEC) staff concluded

that certain provisions of FAS 143 require that we exclude
costs of removal from depreciation rates and accumulated

depreciation balances in certain circumstances upon adoption,
even where no legal removal obligations exist. In our case,
this means that for plant accounts where our estimated costs

of removal exceed the estimated salvage value, we are

prohibited from accruing removal costs in those depreciation
rates and accumulated depreciation balances in excess of

the salvage value. For our other long-lived assets, where
our estimated costs of removal are less than the estimated

salvage value, we will continue to accrue the costs of
removal in those depreciation rates and accumulated

depreciation balances.

Therefore, in connection with the adoption of FAS 143 on
January 1, 2003, we reversed all existing accrued costs of
removal for those plant accounts where our estimated costs

of removal exceeded the estimated salvage value. The

noncash gain resulting from this reversal was $3,684, net of
deferred taxes of $2,249, recorded as a cumulative effect of

accounting change on the Consolidated Statement of

Income as of January 1, 2003.

During the fourth quarter of 2003, TDC/MS (TDC), the
Danish national communications company in which we
hold an investment accounted for on the equity method,

recorded a loss upon adoption of FAS 143. Our share of
that loss was $7, which included no tax effect. This noncash

charge of $7 was also recorded as a cumulative effect of
accounting change on the Consolidated Statement of

Income as of January 1, 2003.

Beginning in 2003, for those plant accounts where our
estimated costs of removal previously exceeded the estimated

salvage value, we expense all costs of removal as we incur
them (previously those costs had been recorded in our

depreciation rates). As a result, our 2003 depreciation

expense decreased and our operations and support expense
increased as these assets were removed from service. The

effect of this change was to increase consolidated pre-tax

income and our wireline segment income for 2003 by $280

($172 net of tax, or $0.05 per diluted share). However, over
the life of the assets, total operating expenses recognized

under this new accounting method will be approximately

the same as under the previous method (assuming the cost
of removal would be the same under both methods).

Goodwill and other intangible assets accounting

On January 1, 2002, we adopted Statement of Financial

Accounting Standards No. 142, "Goodwill and Other
Intangible Assets" (FAS 142). Adoption of FAS 142 means

that we stopped amortizing goodwill, and at least annually
we will test the remaining book value of goodwill for

impairment. Any impairments subsequent to adoption will be
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Year Ended December 31,
Income before extraordinary

item and cumulative effect
of accounting changes-
as reported

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,
net of tax

Income before extraordinary
item and cumulative effect
of accounting changes-
as adjusted

2003 2002 2001

$5,971 $7,473 $7,008
(107) (145)
172 172

201

258

$5,971 $7,538 $7,494

Basic earnings per share:
Income before extraordinary

item and cumulative effect
of accounting changes-
as reported $

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,
net of tax

1.80 $2.24 $2.08
(0.03) (0.04)
0.05 0.05

0.06

0.08

recorded in operating expenses. We also stopped amortizing
goodwill recorded on our equity investments. This embedded
goodwill will continue to be tested for impairment under
the accounting rules for equity investments, which are based
on comparisons between fair value and carrying value. Our

total cumulative effect of accounting change from adopting
FAS 142 was a noncash charge of $1,820, net of an income
tax benefltof $5, recorded as of January1, 2002.

Adjusted results The amounts in the following table
have been adjusted assuming that we had retroactively

applied the new directory and depreciation accounting
methods, and goodwill and equity method amortization dis-

cussed above. (F+ 142 did not allow retroactive application
of the new impairment accounting method, and did not
allow these adjusted results to exclude the cumulative effect
of accounting change from adopting FAS 142.)

Year Ended December 31,

Net income —as reported
Remove extraordinary item

and cumulative effect of
accounting changes

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,

net of tax

2003 2002 2001

$8,505 $5,653 $7,008

(2,534)
(107) (145)
172 172

201

258

Basic earnings per share:
Net income —as reported
Remove extraordinary item

and cumulative effect of
accounting changes

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,

net of tax

$2.56 $1.70 $2.08

(0.76)
(0.03) (0.04)
0.05 0.05

0.06

0;08

Net income —as adjusted $1.80 $1.72 $2.23

Diluted earnings per share:
Net income —as reported
Remove extraordinary item

and cumulative effect of
accounting changes

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,

net of tax

$2.56 $1.69 $2.07

(0.76)
(0.03) (0.04)
0.05 0.05

0.05

0.08

Net income —as adjusted $1.80 $1.71 $2.21

Net income —as adjusted $5,971 $5,718 $7,494

Income before extraordinary
item and cumulative effect
of accounting changes-
as adjusted 1.80 $226 $2.23

Diluted earnings per 'share:

Income before extraordinary
item and cumulative effect
of accounting changes-
as reported

Directory change, net of tax
Depreciation change, net of tax
Goodwill amortization, net of tax
Equity method amortization,

net of tax

$1.80 $2.23 $2.07
(0.03) (0.04)
0.05 0.05

0.05

0.08

Income before extraordinary
item and cumulative effect
of accounting changes-
as adjusted $1.80 $2.25 $2.21

PAGE 40

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
Dollarsinmillionsexceptper shareamounts

recorded in operating expenses. We also stopped amortizing
goodwill recorded on our equity investments. This embedded
goodwill will continue to be tested for impairment under

the accounting rules for equity investments, which are based
on comparisons between fair value and carrying value. Our

total cumulative effect of accounting change from adopting

FAS 142 was a noncash charge of $!,820, net of an income
tax benefit of $5, recorded as of January 1, 2002.

Adjusted results The amounts in the following table
have been adjusted assuming that we had retroactively
applied the new directory and depreciation accounting

methods, and goodwill and equity method amortization dis-
cussed above. (FA_ 142 did not allow retroactive application

of the new impairment accounting method, and did not
allow these adjusted results to exclude the cumulative effect

of accounting change from adopting FAS 142.)

Year Ended December 31, 2003 2002 2001

Income before extraordinary
item and cumulative effect

of accounting changes-
as reported $ 5,971 $ 7,473 $ 7,008

Directory change, net of tax m (107) (145)

Depreciation change, net of tax m 172 172
Goodwill amortization, net of tax m _ 201

Equity method amortization,
net of tax m m 258

Income before extraordinary
item and cumulative effect

of accounting changes-

as adjusted S 5,971 $ 7,538 $ 7,494

Basic earnings per share:
Income before extraordinary

item and cumulative effect

of accounting changes -

as reported
Directory change, net of tax

Depreciation change, net of tax
Goodwill amortization, net of tax

Equity method amortization,
net of tax

1.80 $ 2.24 $ 2.08

-- (0.03) (0.04)
0.05 0.05

_ 0.06

0.08

Income before extraordinary
item and cumulative effect

of accounting changes -
as adjusted $ 1.80 $ 2.26 $ 2.23

Diluted earnings per "share:

Income before extraordinary
item and cumulative effect

of accounting changes -

as reported
Directory change, net of tax

Depreciation change, net of tax
Goodwill amortization, net of tax

Equity method amortization,
net of tax

1.80 $ 2.23 $ 2.07
-- (0.03) (0.04)

0.05 0.05

-- 0.05

0.08

Income before extraordinary
item and cumulative effect

of accounting changes -

as adjusted $ 1.80 $ 2.25 $ 2.21

(2,534)

Year Ended December 31, 2003 2002 2001

Net income - as reported $ 8,505 $ 5,653 $ 7,008

Remove extraordinary item
and cumulative effect of

accounting changes m
Directory change, net of tax (107) (!45)

Depreciation change, net of tax 172 172
Goodwill amortization, net of tax _ 201

Equity method amortization, ._
net of tax _ _ 258

Net income - as adjusted $ 5,97.1 $ 5,718 $ 7,494

$ 2.56

(036)

Basic earnings per share:
Net income- as reported $ 1.70 $ 2.08

Remove extraordinary item
and cumulative effect of

accounting changes ....

Directory change, net of tax (0.03) (0.04)
Depreciation change, net of tax 0.05 0.05
Goodwill amortization, net of tax _ 0.06

Equity method amortization,
net of tax _ m 0;08

Net income- as adjusted $ 1.80 $ 1.72 $ 2.23

$ 2.56

(0.76)

Diluted earnings per share'.
Net income- as reported $ 1.69 $ 2.07

Remove extraordinary item
and cumulative effect of

accounting changes m

Directory change, net of tax (0:03) (0.04)
Depreciation change, net of tax 0.05 0.05
Goodwill amortization, net of tax _-- 0.05

Equity method amortization,
net of tax -- -- 0.08

Net income- as adjusted $ 1.80 $ 1.7! $ 2.21
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Property, Plant and Equipment —Property, plant and equip-
ment is stated at cost. The cost of additions and substantial
improvements to property, plant and equipment is capitalized.
The cost of maintenance and repairs of property, plant and

equipment is charged to operating expenses. Property, plant
and equipment are depreciated using straight-line methods
over their estimated economic lives. Certain subsidiaries
follow composite group depreciation methodology; accord-

ingly, when a portion of their depreciable property, plant and

equipment is retired in the ordinary course of business, the
gross book value is reclassified to accumulated depreciation;
no gain or loss is recognized on the disposition of this plant.

'
Software Costs —It is our policy to capitalize certain costs

incurred in connection with developing or obtaining internal
use software. Capitalized software costs are included in

Property, Plant and Equipment and are being amortized
over three years. Software costs that do not meet capitali-
zation criteria are expensed immediately.

Goodwill —Goodwill represents the excess of consideration

paid over net assets acquired in business combinations.
Beginning in 2002, goodwill is not amortized, but is tested
annually for impairment (see above discussion under

Cumulative Effect of Accounting Changes" ).We have
completed our annual impairment testing for 2003 and
determined that no impairment exists. During 2003, the
carrying amount of our goodwill decreased $32 primarily

due to the third quarter 2003 sale of a division of our
subsidiary Sterling Commerce Inc. (Sterling).

Advertising Costs —Advertising costs for advertising prod-
ucts and services or promoting our rorporate image are
expensed as incurred.

Foreign Currency Translation —Our foreign investments
generally report their earnings in their local currencies. We
translate our share of their foreign assets and liabilities at
exchange rates in effect at the balance sheet dates. We
translate our share of their revenues and expenses using

average rates during the year. The resulting foreign currency
translation adjustments are recorded as a separate component
of accumulated other comprehensive income in the accom-

panying Consolidated Balance Sheets. Gains and losses

resulting from exchange rate changes on transactions
denominated in a currency other than the local currency are
inciuded in earnings as incurred.

Derivative Financial Instruments —We record derivatives

on the balance sheet at fair value. We do not invest i0 deriv-

atives for trading purposes. We use derivatives from time to
time as part of our strategy to manage risks associated with
our contractual commitments. For example, we use interest
rate swaps to limit exposure to changes in interest rates on
our debt obligations and foreign rurrency forward-exchange
contracts to limit exposure to changes in foreign currency
rates for transactions related to our foreign investments (see
Note 8).We include gains or losses from interest rate swaps
when paid or received in interest expense on our Consolidated
Statements of Income. We include gains or losses from
foreign currency forward exchange contracts as part of the
transaction to which the forward exchange contract relates.

Stock-Based Compensation —As discussed more fully in

Note 12, under various plans, senior and other management
and nonmanagement employees and nonemployee directors
have received stock options, performance stork units, and

other nonvested stock units. We account for these plans

using the preferable fair value recognition provisions of
Statement of Financial Accounting Standards No. 123,
"Accounting for Stock-Based Compensation" (FAS 123).
Under this method, the estimated fair value of the options
granted is amortized to expense over the options'
vesting period.

Pension and Postretirement Benefits —See Note 10 for a
comprehensive discussion of our pension and postretirement
benefit expense, including a discussion of the actuarial
assump'tions.

NOTE 2. ACQUISITIONS, DISPOSITIONS,
AND VALUATION AND OTHER ADJUSTMENTS

Restructuring of Investments —In the fourth quarter of
2002, we internally restructured our ownership in several

investments, including Sterling. As part of this restructuring,
a newly created subsidiary borrowed $244 from an
independent party at an annual interest rate of 4.79%,
repayable in five years (see Note 7). Additionally, a total
of $43 of preferred securities in subsidiaries was sold to
independent parties. The preferred interests receive
preferred dividends at a 5.79% annual rate, paid quarterly

(see Note 8). As we remain the primary beneficiary after the
restructuring, the preferred securities are classified as "Other
noncurrent liabilities on our Consolidated Balance Sheets,
and no gain or loss was recorded on the transaction. As a

result, we recognized in net income $280 of tax benefits
on certain financial expenses and losses that were not
previously eligible for deferred tax recognition (see Note 9).

Acquisitions —In November 2001, we arquired the shares
of Prodigy Communications Corporation (Prodigy) that we
did not already own through a cash tender offer followed

by a merger of a subsidiary into Prodigy. We paid approxi-
mately $470 and assumed debt of $105.This transaction
resulted in approximately $589 in goodwill. The majority of
the shares we bought in the cash tender offer were from
persons or entities affiliated with Teiefonos de Mhxico, S.A.
de C.V. (Telmex), of which we own approximately 8.0%.

Dispositions —In the fourth quarter of 2002, we agreed
to sell our 15% interest in Cegetel S.A. (Cegetel) to
Vodafone Group PLC (Vodafone). The pending sale removed
our significant influence and required us to change our
accounting for Cegetel to the cost method from the equity
method. With this change, the value of our investment is

reflected in the "Other Assets" line on our December 31,
2002, Consolidated Balance Sheet. The sale was completed
in January 2003, and we received cash proceeds of $2,270
and recorded a pre-tax gain of approximately $1,574.

In the second quarter of 2002, we entered into two
agreements with Bell Canada Holdings Inc. (Bell Canada):

(1) to redeem a portion of our ownership in Bell Canada and

(2) to give BCE, Inc. (BCE) the right to purchase our remaining
interest in Bell Canada. In June 2002, we entered into an
agreement to redeem a portion of our ownership in Bell

Canada, representing approximately 4% of the company, for
an $873 short-term note, resulting in a pre-tax gain of
approximately $148. Under the terms of the agreement, on
July 15, 2002 when we received the proceeds from the short-

term note, we purchased approximately 9 million shares of
BCE, the majority shareholder of Bell Canada, for approxi-
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Property, Plant and Equipment - Property, plant and equip-
ment isstated at cost. The cost of additions and substantial
improvements to property, plant and equipment iscapitalized.
The cost of maintenance and repairs of property, plant and
equipment is Charged to operating expenses. Property, plant
and equipment are depreciated using straight-line methods
over their estimated economic lives.Certain subsidiaries

follow composite group depreciation methodology; accord-,
ingly,when a portion of their depreciable property, plant and
equipment is retired in the ordinary courseof business,the
grossbook value isreclassifiedto accumulated depreciation;
no gain or lossis recognized on the disposition of this plant.

: Software Costs - It is our policy to capitaliz e certain costs
incurred in connection with developing or obtaining internal
use software. Capitalized software costsare included in
Property, Plant and Equipment and are being amortized
over three years. Software coststhat do not meet capitali-
zation criteria are expensed immediately.

Goodwill - Goodwill represents the excessof consideration
paid over net assetsacquired in businesscombinations.
Beginning in 2002, goodwill is not amortized, but is tested
annually for impairment (see above discussionunder
"Cumulative Effect of Accounting Changes"). We have

completed our annual impairment testing for 2003 and
determined that no impairment exists.During 2003, the
carrying amount of our goodwill decreased $32 primarily
due to the third quarter 2003 sale of a division of our
subsidiary Sterling Commerce Inc. (Sterling).

Advertising Costs- Advertising costsfor advertising prod-
ucts and servicesor promoting our corporate image are
expensed as incurred.

Foreign Currency Translation- Our foreign investments
generally report their earnings in their local currencies.We
translate our share of their foreign assetsand liabilities at
exchange rates in effect at the balance sheet dates. We
translate our share of their revenues and expenses using
average rates during the year. The resulting foreign currency
translation adjustments are recorded asa separate component
of accumulated other comprehensive income in the accom-
panying Consolidated Balance Sheets. Gains and losses
resulting from exchange rate changes on transactions
denominated in a currency other than the local currency are
included in earnings as incurred.

Derivative Financial Instruments -We record derivatives
on the balance sheet at fair value. We do not invest in deriv-
atives for trading purposes. We use derivatives from time to

time as part of our strategy to manage risksassociated with
our contractual commitments. For example, we use interest
rate swaps to limit exposure to changes in interest rates on
our debt obligations and foreign currency forward-exchange
contracts to limit exposure to changes in foreign currency
rates for transactions related to our foreign investments (see
Note 8). We include gains or lossesfrom interest rate swaps
when pa!dor received in intere_ expenseon our Consolidated
Statements of Income. We include gains or lossesfrom
foreign currency forward exchange contracts as part of the
transaction to which the forward exchange contract relates.

Stock-Based Compensation -.As discussedmore fully in
Note 12, under various plans, senior and other management
and nonmanagement employees and nonemployee directors
have received stock options, performance stock units, and

other nonvested stock units. We account for these plans
using the preferable fair value recognition provisions of
Statement of Financial Accounting Standards No. 123,
"Accounting for Stock-Based Compensation" (FAS 123).
Under this method, the estimated fair value of the options

granted is amortized to expense over the options'
vesting period.

Pension and Postretirement BenefitS - See Note 10 for a

comprehensive discussionof our pension and postretirement
benefit expense, including a discussionof the actuarial
assumptions.

NOTE 2. ACQUISITIONS, DISPOSITIONS,
AND VALUATION AND OTHER ADJUSTMENTS

Restructuring of Investments - In the fourth quarter of
2002, we internally restructured our ownership !n several
investments, including Sterling. As part of this restructuring,
a newly created subsidiary borrowed $244 from an
independent party at an annual interest rate of 4.79%,
repayable in five years (seeNote 7). Additionally, a total
of $43 of preferred securities in subsidiaries was sold to
independent parties. The Preferred interests receive
preferred dividends at a 5.79% annual rate, paid quarterly
(see Note 8). As we remain the primary beneficiary after the
restructuring, the preferred securities are classified as"Other
noncurrent liabilities" on our Consolidated Balance Sheet3,

and no gain or losswas recorded on the transaction. As a
result, we recognized in net income $280 of tax benefits
on certain financial expenses and lossesthat were not
previously eligible for deferred tax recognition (see Note 9).

Acquisitions - In November 2001, we acquired the shares
of Prodigy Communications Corporation (Prodigy) that we
did not already own through a cash tender offer followed
by a merger of a subsidiary into Prodigy. We paid approxi-
mately $470 and assumed debt of $105. This transaction
resulted in approximately $589 in goodwill. The majority of
the shares we bought in the cash tender offer were from

persons or entities affiliated with TelEfonos de MExico, S.A.
de C.V. (Telmex), of which we own approximately 8.0%.

Dispositions - In the fourth quarter of 2002, we agreed
to sell our 15% interest in Cegetel S.A. (Cegetel) to
Vodafone Group PLC (Vodafone). The pending _ale removed
our significant influence and required usto change our
accounting for Cegetel to the cost method from the equity
method. With this change, the value of our investment is
reflected in the "Other Assets" line on our December 31,

2002, Consolidated Balance Sheet. The sale was completed
in January 2003, and we received cash proceeds of $2,270
and recorded a pre-tax gain of approximately $1,574.

In the second quarter of 2002, we entered into two
agreements with Bell Canada Holdings Inc. (Bell Canada):
(1) to redeem a portion of our ownership in Bell Canada and
(2) to give BCE,Inc. (BCE)the right to purchase our remaining
interest in Bell Canada. In June 2002, we entered into an

agreement to redeem a portion of our ownership in Bell
canada, representing approximately 4% of the company, for
an $873 short-term note, resulting in a pre-tax gain of
approximately $148. Under the terms of the agreement, on
July 15, 2002 when we received the proceeds from the short-
term note, we purchased approximately 9 million shares of
BCE,the majority shareholder of Bell Canada, for approxi-
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mately 250 Canadian dollars (CAD) ($164 at July 15, 2002
exchange rates). In the second quarter of 2003, we sold
these BCE shares for $173 in cash and recorded a pre-tax
gain of approximateiy $9. In the fourth quarter of 2002, BCE
exercised its right to purchase our remaining 16% interest in
Bell Canada at a price of 4,990 CAD. We received proceeds
of $3,158, consisting of approximately 8.9 million shares of
BCE stock and the remainder of $2,997 in cash and recognized
a pre-tax gain of approximately $455. In the third quarter of
2003, we sold the BCE stock for $191 in cash and recorded a
pre-tax gain of approximately $31.

In November 2001, we sold the assets of Ameritech's
cable television operation for approximately $205, resulting
in a pre-tax loss of $61. In the first quarter of 2001, in

anticipation of the disposal of these cable operations and
in accordance with FAS 121, we evaluated these operations
for impairment. We estimated that the future undiscounted
cash flows of these operations were insufficient to recover
their related carrying values. The impairment was measured
by comparing the book value to fair value of the assets as
indicated by prevailing market prices. The resulting adjust-
ment of approximately $316 ($205 net of tax) to reduce the
book value of these assets, primarily writing down property,
plant and equipment, was recorded in the first quarter of
2001 as a charge to operating expenses.

In January 2001, we sold SecurityLink, our electronic
security services operations, for approximately $479. As a
result of the pending sale, as well as a general decline in the
market value of companies in the security industry, we had
recognized impairments to the carrying value of SecurityLink
of approximately $614 ($454 net of tax) in the fourth
quarter of 2000.

Valuation Adjustments —In January 2002, we purchased
from Amhrica Movil S.A. de C.V. (America Movil) its approxi-
mately 50% interest in Cellular Communications of Puerto
Rico (CCPR) for cash and a note redeemable for our invest-
ment in Telecom Americas Ltd. (Telecom Americas). We
retained the right to settle the note by delivering Telecom
Amhricas shares. This represented a forward sale of our
interest in Telecom Americas. In connection with this
transaction, we reviewed the values at which we would carry
CCPR and our interest in Telecom Americas and recognized a
charge of $390 ($262 net of tax) for the reductiori of our
direct and indirect book values to the value indicated by the
transaction. We based this valuation on a contemporaneous
transaction involving CCPR and an independent third party.
The charges were recorded in both other income (expense)—
net ($341) and equity in net income of affiliates ($49).
Amhrica Movil exercised its option to acquire our shares of
Telecom Americas in July 2002.

As discussed in more detail in Note 5, in the third quarter
of 2001, we recognized an other-than-temporary decline of
$162 ($97 net of tax) in the value of SpectraSite Communi-
cations Inc. (SpectraSite) shares we received as payment of
future rents on land and wireless towers and related equip-
ment. As we were required to hold the shares, we determined
that we needed to adjust the value of the total consideration
received from SpectraSite for entering into the tower leases
to reflect actual realizable value. Accordingly, we reduced the
amount of deferred revenue that was recorded when these
shares were originally received. This adjustment will have the

effect of reducing revenue recognized on the leases in the
future. In June 2002, with SpectraSite stock trading at
approximately $0.18 per share, we recorded another other-
than-temporary decline of $40 ($24 net of tax).

We had cost investments in WilTel Communications
(WilTel) (formerly William's Communications Group Inc.) and
alternative providers of DSL services accounted for under
Statement of Financial Accounting Standards No. 115,
"Accounting for Certain Investments in Debt and Equity
Securities" (FAS 115).We periodically review the investments
to determine whether an investment's decline in value is
othe'r than temporary. If so, the cost basis of the investment is

written down to fair value, which becomes the new cost basis.
In the second quarter of 2001, we concluded that the

continued depressed market values for certain of our
investments in other telecommunications rompanies, as
well as difficulties experienced by many similar companies,
indicated the decline in value of our investments was other
than temporary. As a result of these reviews, we recognized
a combined charge of $401 ($261 net of tax) in the second
quarter of 2001 in other income (expense) —net, primarily
related to our investment in WilTel.

2002 Workforre Reduction and Related Charges —During
2002, our continuing review of staffing needs led to deci-
sions to further reduce our number of management and
nonmanagement employees. In 2002, we recorded charges
of approximately $356 ($224 net of tax) for severance and
real estate costs related to workforce-reduction programs.
As discussed in Note 10, these workforce-reduction programs
also required us to record $486 in special termination benefits
and net pension settlement gains of $29.

2001 Comprehensive Review of Operations —During the
fourth quarter of 2001, we performed a comprehensive
review of operations that resulted in decisions to reduce our
workforce, terminate certain real estate leases and shut down
certain operations. The charges related to those decisions,
which we recorded as expense in 2001 are as follows:

~ Workforce reduction charges Our review of staffing
needs led to decisions to reduce our number of
management and nonmanagement employees. We
recorded a charge of approximately $377 ($244 net of
tax), related to severance costs under our existing plans
and an enhanced retirement benefit for certain
nonmanagement employees.

~ Lease termination charges As part of a review of real
estate needs for our adjusted workforce, all rompany-
leased facilities were evaluated for probability of
future usefulness. For each lease having no substantive
future use or benefit to us, an accrual was made which
represented either the buyout provisions of the lease,
a negotiated lease termination or future required
payments under the lease, net of anticipated sublease
rentals. We recorded a charge of approximately $138
($90 net of tax) in relation to these leases.

~ Assetimpaiiments and other charges A review of
certain nonstrategir operations indicated the need, in

some cases, for either impairment or shutdown. We
recorded asset impairment and shutdown costs an'd other
charges of approximately $104 ($91 net of tax) for opera-
tions including exiting operations at InQuent Technologies
Inc, the parent company of Webhosting. corn.
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mately 250 canadian dollars (CAD) ($164 at July 15, 2002
exchange rates). In the second quarter of 2003, we sold
these BCEshares for $173 in cash and recorded a pre-tax
gain of approximately $9. In the fourth quarter of 2002, BCE
exercised its right to purchase our remaining 16% interest in
Bell Canada at a price of 4,990 CAD. We received proceeds
of $3,158, consistingof approximately 8.9 million shares of
BCEstockand the remainder of $2,997 in cash and recognized
a pre-tax gain of approximately $455. In the third quarter of
2003, we sold the BCEstock for $191 in cash and recorded a
pre-tax gain of approximately $31.

In November 2001, we sold the assets of Ameritech's
cable television operation for approximately $205, resulting
in a pre-tax loss of $61. In the first quarter of 2001, in
anticipation of the disposal of these cable operations and
in accordance with FAS 121, we evaluated these operations
for impairment. We. estimated that the future undiscounted
cash flows of these operations were insufficient to recover
their related carrying values. The impairment was measured
by comparing the book value to fair value of the assets as

indicated by prevailing market prices. The resulting adjust-
ment of approximately $316 ($205 net of tax) to reduce the
book value of these assets, primarily writing down property,
piant and equipment, was recorded in the first qbarter of
2001 as a charge to operating expenses.

In January 2001, we sold SecurityLink, our electronic
security servicesoperations, for approximately $479. As a
result of the pending sale, as well as a general decline in the
market value of companies in the security industry, we had
recognized impairments to the carrying value of Security[.ink
of approximately $614 ($454 net of tax) in the fourth
quarter of 2000.

Valuation Adjustments - In January 2002, we purchased
from America Mbvil S.A. de C.V. (America M6vil) its approxi-
mately 50% interest in Cellular Communications of Puerto
Rico (CCPR)for cash and a note redeemable for our invest-
ment in Telecom Americas Ltd. (Telecom Americas). We
retained the right to settle the note by delivering Telecom
Americas shares. This represented a forward sale of our
interest in Telecom Americas. In connection with this

transaction, we reviewed the values at which we would carry
CCPRand our interest in Telecom Americas and recognized a
charge of $390 ($262 net of tax) for the reduction of our

direct and indirect book values to the value indicated by the
transaction. We based this valuation on a contemporaneous
transaction involving CCPR and an independent third party.
The charges were recorded in both other income (expense) -
net ($341) and equity in net income of affiliates ($49).
America MOvil exercised its option to acquire our shares of
Telecom Americas in July 2002.

As discussed in more detail in Note 5, in the third quarter
of 2001, we recognized an other-than-temporary decline of
$162 ($97 net of tax) in the value of SpectraSite Communi-
cations Inc. (SpectraSite) shares we received as payment of
future rents on land and wireless towers and related equip-
ment. AS we were required to hold the shares,we determined
that we needed to adjust the value of the total consideration
received from SpectraSite for entering into the tower leases
to reflect actual realizable value. Accordingly, we reduced the
amount of deferred revenue that was recorded when these
shares were originally received. This adjustment will have the

effect of reducing revenue recognized on the leases in the
future. In June 2002, with SpectraSite stock trading at
approximately $0.18 per share, we recorded another other-
than-temporary decline of $40 ($24 net of tax).

We had cost investments in WilTel Communications

(WilTel) (formerly Williams Communications Group Inc.) and
alternative providers of DSLservicesaccounted for under
Statement of Financial Accounting Standards No. 115,
"Accounting for Certain Investments in Debt and Equity
Securities" (FAS 115). We periodicallyreview the investments
to determine whether an investment's decline in value is

othe'r than temporary. If so, the cost basis of the investment is
written down to fair value, which becomes the new cost basis.

In the second quarter of 2001, we concluded that the
continued depressed market values for certain of our
investments in other telecommunications companies, as
well as difficulties experienced by many similar companies,
indicated the decline in value of our investments was other
than temporary. AS a result of these reviews, we recognized
a combined charge of $401 ($261 net of tax) in the second
quarter of 2001 in other income (expense) - net, primarily
related to our investment in WilTel.

2002 Workforce Reduction and Related Charges - During
2002, our continuing review of staffing needs led to deci-
sions to further reduce our number of management and
nonmanagement employees. In 2002, we recorded charges
of approximately $356 ($224 net of tax) for severance and
real estate costs related to worL'force-reduction programs.
AS discussedin Note 10, these workforce-reduction programs
also required usto record $486 in special termination benefits
and net pension settlement gains of $29.

2001 Comprehensive Review of Operations - During the
fourth quarter of 2001, we performed a comprehensive
review of operations that resulted in decisions to reduce our
workforce, terminate certain real estate leasesand shut down
certain operations. The charges related to those decisions,
which we recorded as expense in 2001 are as follows:

• Workforce reduction charges Our review of staffing
needs led to decisionsto reduce our number of

management and nonmanagement employees. We
recorded a charge of approximately $377 ($244 net of
tax), related to severance costs under our existing plans
and an enhanced retirement benefit for certain

nonmanagement employees.
• Leasetermination charges As part of a review of real

estate needsfor our adjusted workforce, all company-
leased facilities were evaluated for probability of
future usefulness.For each lease having no substantive
future use or benefit to us, an accrual was made which
represented either the buyout provisions of the lease,
a negotiated lease termination or future required
payments under the lease, net of anticipated sublease
rentals. We recorded a charge of approximately $138
($90net of tax) in relation to these leases.

• Asset impairment_ and other charges A review of
certain nonstrategicoperations indicated the need, in
some cases,for either impairment or shutdown. VV'e
recorded assetimpairment and shutdown costsand other
chargesof approximately $104 ($91 net of tax) for opera-
tions including exiting operations at inQuent Technologies
Inc., the parent company of Webhosting.com.
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Year Ended December 31; 2003 2002 2001

Numerators
Numerator for basic earnings
per share:
Income before extraordinary

item and cumulative effect
of accounting changes $5,971

Dilutive potential common shares:
Other stock-based compensation 9

$7,473 $7,008

Numerator for diluted
earnings per share

Denominators
Denominator for basic earnings
per share:
Weighted average number
of common shares
outstanding (000,000)

Dilutive potential common
shares (000,000):
Stock options
Other stock-based compensation

Denominator for diluted
earnings per share

Basic earnings per share
Ihcome. before extraordinary

item and cumulative effect
of accounting changes

Extraordinary item
Cumulative effect of

accounting changes

Net income

Diluted earnings per share
Income before extraordinary

item and cumulative effect
of accounting changes

Extraordinary item
Cumulative effect of

accounting changes

Net income

$5,980 $7,480 $7,014

3,318 3,330 3,366

10
8

10
21
9

3,329 3,348 3,396

$1.&0 $2.24 $2.08

0.76 (0.54)

$ 2.56 $ 1.70 $ 2.08

1

$1.80 $2.23 $2.07

0.76 (0.54)

$2.56 $1.69 $2.07

At December 31, 2003, 2002 and 2001, we had issued
options to purchase approximately 231 million, 229 million
and 207 million SBC shares. Approximately 212 million,
180 million and 62 million shares respectively were not used
to determine the dilutive potential common shares as the
exercise price of these options was greater than the average
market price of SBCcommon stock during the specified periods.

NOTE 3. EARNINGS PER SHARE

A reconciliation of the numerators and denominators of
basic earnings per share and diluted earnings per share for
income before extraordinary item and cumulative effect of

, accounting changes for the years ended December 31,2003,
2002 and 2001 are shown in the table below:

NOTE 4. SEGMENT INFORMATION

Our segments are strategic business units that offer different
products and services and are managed accordingl. Under
GAAP segment reporting rules, we analyze our various
operating segments based on segment income. Interest
expense, interest income, other income (expense) —net and
income tax expense are managed only on a total company
basis and are, accordingly, reflected only in consolidated
results. Therefore, these items are not included in the
calculation of each segment's percentage of our consolidated
results. We have five reportable segments that reflect the
current management of our business: (1)wireline; (2)
Cingular; (3) directory; (4) international; and (5) other.

The wireline segment provides landline telecommunications
services, lnduding local and long-distance voice, switched
access, data and messaging services.

The Cingular segment reflects 100% of the resuits
reported by Cingular, our wireless joint venture. Beginning
with 2003, the Cingular segment replaces our previously
titled wireless segment, which included 60% of Cingular's

revenues and expenses. Although we analyze Cingular's
revenues and expenses under the Cingular segment, we
eliminate the Cingular segment in our consolidated financial
statements. In our consolidated financial statements, we
report our 60% proportionate share of Cingular's results as
equity in net income (loss) of affiliates. For segment reporting,
we report this equity in net income (loss) of affiliates in our
other segment.

The directory segment includes all directory operations,
including Yellow and White Pages advertising and electronic
publishing. In the first quarter of 2003 we changed our
method of accounting for revenues and expenses in our
directory segment. Results for 2003, and going forward, will

be shown under the amortization method. This means that
revenues and direct expenses are recognized ratably over
the life of the directory, typically 12 months. This accounting
change will affect only the timing of the recognition of
revenues and direct expenses. It will not affect the total
amounts recognized.

Our international segment includes all investments with
primarily international operations. The other segment
includes all corporate and other operations as well as the
Cingular equity income (loss), as discussed above.

In the following tables, we show how our segment
results are reconciled to our consolidated results reported in

. accordance with GAAP. The Wireline, Cingular, Directory,
International and Other columns represent the segment
results of each such operating segment The Consolidation
and Elimination column adds in those line items that we
manage on a consolidated basis only: interest expense,
interest income and other income (expense) - net. This
column also eliminates any intercompany transactions
included in each segment's results. Since our 60% share of
the results from Cingular is already included in the Other
column, the Cingular Elimination column removes the results
of Cingular shown in the Cingular segment In the balance
sheet section of the tables below, our investment in Cingular
is included in the "Investmerit in equity method investees"
line item in the Other column ($5,118 in 2003, $4,583 in

2002 and $3,556 in 2001).
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NOTE 3. EARNINGS PER SHARE

A reconciliation of the numerators and denominators of

basic earnings per share and diluted earnings per share for

income before extraordinary item and cumulative effect of
.accounting changes for the years ended December 31, 2003,
2002 and 2001 are shown in the table below.

Year Ended December 31; 2003 2002 2001

Numerators

Numerator for basic earnings
per share:
Income before extraordinary

item and cumulative effect

of accounting changes $5,971

Dilutive potential common shares:

Other stock-based compensation 9

$7,473 $7,OO8

7 6

Numerator for diluted
earnings per share $5,980 $7,480 $7,014

Denominators

Denominator for basic earnings

per share:
Weighted average number

of common shares

outstanding (000,000)

Dilutive potential common
shares (000,000):

Stock options
Other stock-based compensation

3,318 3,330 3,366

1 8 21
10 10 9

Denominator for diluted

earnings per share 3,329 3,348 3,396

Basic earnings per share

Income before extraordinary
item and cumulative effect

of accounting changes $ 1.80 $ 2.24 $ 2.08

Extraordinary item -- --
Cumulative effect of

accounting changes 0.76 (0.54) m

Net income $ 2.56 $ 1.70 $ 2.08

Diluted earnings per share

Income before extraordinary

item and cumulative effect !
of accounting changes $ 1.80 $ 2.23 $ 2.07

Extraordinary item ,. m
Cumulative effect of

accounting changes 0.76 (0.54)

s Net income $ 2.56 $ 1.69 $ 2.07

At December 31, 2003, 2002 and 2001, we had issued

options to purchase approximately 231 million, 229 million

and 207 million SBC shares. Approximately 212 million,
i80 million and 62 million shares respectively were not used

to determine the dilutive potential common shares as the
exercise price of these options was greater than the average

market pdce of SBC common stock during the specified periods.

NOTE 4. SEGMENT INFORMATION

Our segments are strategic business units that offer different

products and services and are managed accordingly. Under

GAAP segment reporting rules, we analyze our various

operating segments based on segment income. Interest

expense, interest income, other income (expense) - net and
income tax expense are managed only on a total company
basis and are, accordingly, reflected only in consolidated

results. Therefore, these items are not included in the
calculation of each segment's percentage of our consolidated

results. We have five reportable segments that reflect the

current management of our business: (1) wireljne; (2)
Cingular, (3) directory; (4) international; and (5) other.

The wireline segment provides landline telecommunications

services, including local and long-distance voice, switched

access, data and messaging services.

The Cingular segment reflects 100% of the results
reported by Cingular, our wireless joint venture. Beginning

with 2003, the Cingular segment replaces our previously
titled "wireless" segment, which included 60% of Cingular's

revenues and expenses. Although we analyze Cingular's

revenues and expenses under the Cingular segment, we

eliminate the Cingular segment in our consolidated financial
statements. In our consolidated financial statements, we

report our 60% proportionate share of Cingular's results as
equity in net income (loss) of affiliates. For segment reporting,

we report this equity in net income (loss) of affiliates in our
other segment.

The directory segment includes all directory operations,

including Yellow and White Pages advertising and electronic
publishing. In the first quarter of 2003 we changed our

method of accounting for revenues and expenses in our
directory segment. Results for 2003, and going forward, will
be shown under the amortization method. This means that

revenues and direct expenses are recognized ratably over
the life of the directory, _pically 12 months. This accounting

change will affect only the timing of the recognition of
revenues and direct expenses. It will not affect the total

amounts recognized.

Our international segment includes all investments with
primarily international operations. The other segment

includes all corporate and other operations as well as the

Cingular equity income (10ss), as discussed above.

In the following tables, we show how our segment
results are recondled to our consolidated results reported in
accordance with GAAP. The Wireline, Cingular, Directory,

International and Other columns represent the segment
results of each such operating segment. The Consolidation
and Elimination column adds in those line items that we

manage on a consolidated basis only: interest expense,
interest income and other income (expense) - net. This

column also eliminates any intercompany transactions
included in each segment's results. Since our 60% share of

the results from Cingular is already included in the Other

column, the Cingular Elimination column removes the results

of Cingular shown in the Cingular segment. In the balance
sheet section of the tables below, our investment in Cingular

is included in the "Investment in equity method investees"
line item in the Other column ($5,118 in 2003, $4,583 in

2002 and $3,556 in 2001).
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Segment results, induding a reconciliation to SBC consolidated results, for 2003, 2002 and 2001 are as follows

At December 31, 2003
or for the year ended

Consolidation Gng via r Consolidated
Wireline Gngular Directory International Other and Elimination Elimination Results

Revenues from
external customers

Intersegment revenues
$36,372 $'15,483 $4,182

32 — 72
$30 $259 $ — $(15~3) $40,843

(108)
Total segment

operating revenues 36,404 15,483 4,254 30 263, (108) (15r%3) 40,843

Operations and
support expenses

Depreciation and
amortization expenses

24,599 11,105 1,932

7,763 2,089 21

47

86 (2,089) 7,870

(108) (11,105) 26,504

Total segment I

operating expenses 32,362 13,194 1,953 47 120 (10&) (13,194) 34374

Segment operating
income

Interest expense
Interest income
Equity in net income

of affiliates
Other income

.(expense) —net

4,042 2,289 2,301 (17) 143
856 1,241
14 603

(323) 606 647

(74) 1,817

(2,289)
(856)
(14)

74

6+69
1,241

603

1,253

1,817

Segment income before
income taxes 4,042 1,050 2,301 589 790 1,179 (1,050) 8,901

Segment assets
-Investment in equity

method investees
Expenditures for additions

to long-lived assets

68,434 25,526 1,515

2,288

5,147 2,734

8,550 61,067 (39,400) (25,526) 100,166

(2,288) 12,06522 6,747 5,296

1 71 (2,734) 5,219

At December 31, 2002
or for the year ended

Revenues from
external customers

Intersegment revenues

Total segment
operating revenues

Consolidation Cin gular Consolidated
Wireline Cingular Directory International Other and Elimination Elimination Results

$38,362 $14,903 $4,371 $35 $370 $ — $(14,903) $43,138
30 —- 80 19 (129)

38,392 14,903 4,451 35 389 (129) (14,903) 43,138

Operations and
support expenses

Depreciation and
amortization expenses 8,442 1,850 30

23,981 10,532 1,931 85 69

106

(129) (10,532) 25,937

(1,850) . 8,578

: Total segment
operating expenses 32,423 12,382 1,961 85 175 (129) (12,382) 34,515

Segment operating income
Interest expense
Interest income
Equity in net income

of affiliates
Other income

(expense) —net

5,969 2,521 2,490 (50) 214
911 1,382

29 561

(265) — 1,152 769

(123) 734

(2,521) 8,623
(911) 1,382

(29) 561

265 1,921

734

Segment income before
income taxes

Segment assets
Investment in equity

method investees
Expenditures for additions

to long-lived assets

124 2,316 28

6,736 3,085 11

5,969 1,251 2,490

66,117 24, 122 2,839
1,102 9&3

8,352 57,431

5,668 4,650

61

(87) (1,251) 10,457

(39,682) (24,122) 95,057

(2,316) 10,470

(3,085) 6,808
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Segment results, induding a reconciliation to SBC consolidated results, for 2003, 2002 and 2001 are as follows:

At December 31, 2003 Consolidation Cingular Consolidated
or for the year ended Wireline Cingular Directory International Other and Elimination Elimination Results

Revenues from

external customers $36,372 $15,483 $4,182 $ 30 $ 259 $ u $(15_183) $ 40,843
Intersegment revenues 32 -- 72 m 4 (108) \ m _

Total segment
operating revenues 36,404 15,483 4,254 30 263 (108) (15_183) 40,843

Operations and
support expenses

Depreciation and
amortization expenses

24,599 !1,105 1,932 47 34 (108)

7,763 2,089 21 w 86

(11,105) 26,504

(2,089) 7,870

Total segment t
operating expenses 32,362 13,194 1,953 47 120 (108) (13,194) 34,374

Segment operating
"income 4,042 2,289 2,301 (17) 143 --; (2,289) 6_169

Interest expense -- 856 m _ _ 1,241 (856) 1,241
Interest income -- 14 _ _ -- 603 (14) 603

Equity in net income
of affiliates m (323) _ 606 647 _ 323 1,253

Other income
.(expense) - net -- _(74) -- -- -- 1,817 74 1,817

Segment income before
• income taxes 4,042 1,050 2,301 589 790 1,179 (1,050) 8,901

Segment assets 68,434 25,526 1,515 8,550 61,067 (39,400) (25,526) 100,166
-Investment in equity

method investees m 2,288 22 6,747 5,296 u (2,288) 12,065

Expenditures for additions
to long-lived assets 5,147 2,734 1 w 71 _ (2,734) 5,219

At December 31, 2002 Consolidation Cingular Consolidated
or for theyear ended Wireline Cingular Directory International Other and Elimination Elimination Results

Revenues" from
external customers $38,362 $14,903 $4,371 $ 35 $ 370 $ _ $(14,903) $43,138

I ntersegment revenues 30 --- 80 --- 19 (129) -- --

Total segment
operating revenues 38,392. 14,903 4,451 35 389 (129) (14,903) 43,138

Operations and
support expenses 23,981 10,532 1,931 85 69 (129) (10,532) 25,937

Depreciation and
amortization expenses 8,442 1,850 30 _ 106 _ (1,850) 8,578

Total segment
•operating expenses 32,423 12,382 1,961 85 175 (129) (12,382) 34,515

Segment oPerating income
Interest expense
Interest income

Equity in net income
of affiliates

Other income

(expense) - net

5,969 2,521
m 911

--- .29

(265)

(123)

2,490 (50) 214 -- (2,521) 8,623
-- -- 1,382 (91 I) 1,382
-- -- 561 (29) 561

1,152 769 _ 265 1,921

_ 734 123 734

Segmentincome before
income taxes 5,969 1,251 2,490 .1,102 983 (87) (I,251) 10,457

Segment assets
Investment in equity

method investees

Expenditures for additions
to long-lived assets

66,117

124

6,736

2_122

2,316

3,085

2,839

28

11

8,352 57,431 (39,68_ (2_12_ 95,057

5,668 4,650 -- (2,316) 10,470

-- 61 -- (3,085) 6,808
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At December 31, 2001
or for the year ended

Consolidation Cingular Consolidated

Wirellne Clngular Directory International Other and Elimination Elimination Results

Revenues from
external customers

Intersegment revenues
$40,660 $14,268 $4,382

30 — 86
$152 $714

33 54
$ — $(14,268) $45,908

(203)

Total segment
operating revenues 40,690 14,268 4,468 185 768 (203) (14,268) 45,908

Operations and
support expenses

Depreciation and
amortization expenses

24,009

8,461

9,799 1,902

1,921 3 577 (1,921) 9,077

238 377 (203) (9,799) 26,323

Total segment
operating expenses 32,470 11,720 1,938 241 954 (203) (11,720) 35,400

Segment operating income
Interest expense
Interest income
Equity in net income

of affiliates
Other income

(expense) —net

8,220 2,548
822
63

(68)

(21)

2,530 (56) (186)

555 1,040

(236) 21

(2,548)
1,599 (822)

682 (63)

68

10,508
1,599

682

1,595

(236)

Segment income before
income taxes

Segment assets
Investment in equity

method investees
Expenditures for additions

to long-lived assets

71,037 22,530 2,777 9,456 57,970 (44,918) (22,530) 96,322

120 2,023 21 8 196 3 630 (2,023) 11,967

11,032 3,156 24 (3,156) 1 1,189

8,220 1,700 2,530 499 854 (1,153) (1,700) 10,950

December 31, 2003 2002

Geographic Information
Our investments outside of the United States are primarily

accounted for under the equity method of acc'ounting.

Accordingly, we do not include in our operating revenues
and expenses the revenues and expenses of these individual

investees. Therefore, less than 1% of our total operating
revenues for all years presented are from outside the United

States.
Long-lived assets consist primarily of net property, plant

and equipment; goodwill; and the book value of our equity
investments, which' are shown in the table below:

Land
Buildings
Central office equipment
Cable, wiring and conduit
Other equipment
Software
Under construction

35-45
3-10

10-50
5-15

3

$ 639
11,519
55,120
52,0I6
9,590
3,599
1,380

$ 627
11,168
54,774
50,665

9,997
3,016
1,508

NOTE S. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is summarized as follows at
December 31:

Lives
(years) 2003 2002

United States
Denmark
Belgium
Mexico
South Africa
Other foreign countries

Total

$59,056
3,246
1,236
1,079

919
268

$54,934
2,689
1,122

945
623
290

$65,804 $60,603

133,923 131,755

Accumulated depreciation and amortization 81,795 83,265

Property, plant and equipment- net $52,128 $48,490

Our depreciation expense was $7,667 in 2003, $8,379 in 2002
and $8,596 in 2001.

Certain facilities and equipment used in operations are
leased under operating or capital leases. Rental expenses
under operating leases were $420 for 2003, $586 for 2002
and $799 for 2001.At December 31, 2003, the future
minimum rental payments under noncancelable operating
leases for the years 2004 through 2008 were $321, $279,
$213, $169 and $145 with $238 due thereafter. Capital leases

are not significant.
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At December 31, 2001 Consolidation Cingular Consolidated
or for the year ended Wireline Cingular Directory International Other and Elimination Elimihation Results

Revenues from
external customers $40,660 $14,268 $4,382 $ 152 $ 714 $ -- "$(14,268) $45,908

Intersegment revenues 30 -- 86 33 54 (203) -- --

Total segment
operating revenues 40,6.90 14,268 4,4_8 185 _68 (203) (14,268) 45,908

Operationsand
support expenses

Depreciation and
. amortization expenses

24_009 9,799 1,902 238 377 (203) (9,799) 26,323

8,461 1,921 36 3 577 -- (4,921) 9,077

Total segment
operating expenses 32,470 11,720 1,938 241 954 (203) (11,720) 35,400

Segment operating income 8,220 2,548 2,530 (56) (186) -- (2,548) 10,508
Interest expense -- 822 -- -- -- 1,599 (822) 1,599
Interest income -- 63 -- -- -- 682 (63) 682

Equity in net income
of affiliates -- (68) -- 555 1,040 -- 68 1,595

Other income
(expense) - net -- . (21) -- -- -- (236) _ 21 (236)

Segment income before
income taxes 8,220 1,700 2,530 499 854 .(1,153) :(1,700) 10,950

Segment assets 71,037 22,530 2,777 9,456 57,970 (44,918) (22,530) 96,32z
Investment in equity

method investees 120 2,023 21 8,196 3,630 --- (2,023) 11,967

Expenditures for additions
to long-lived assets 1.1,032 3,156 24 -- 133 -- (3,156) 11,189

Geographic Information
Our investments outside of the United States are primarily

accounted for under the equity method of accounting.

Accordingly, we do not include in our operating revenues
and expenses the revenues and expenses of these individual
investees. Therefore, less than 1% of our total operating

revenues for all years presented are from outside the United
States.

Long-lived assets consist primar!iy of net property, plant
and equipment; goodwill; and the book value of our equity

investments, which' are shown in the table below:

December 31, 2003 2002

United States

Denmark

Belgium
Mexico

South Africa

Other foreign countries

$59,056 $54,934
3,246 2,689

1,236 1,122

1,079 945
919 623
268 290:

Total $65,804 $60,603

NOTE 5. PROPERTY, PLANT AND EQUIPMENT

ProperLy, plant and equipment is summarized as follows at
December 31:

Lives
(years) 2003 2002

Land -- $ 639 $ 627

Buildings 35-45 11,519 11,168
Central office equipment 3-10 55,120 54,774
Cable, wiring and conduit 10-50 52,076 50,(_65

Other equipment 5-15 9,590 9,997
Software 3 3,599 3,016

Under construction --- 1,380 1,508

133,923 131,755

Accumulated depreciation and amortization 81,.795 83,265

Property, plant and equipment- net $ 52,128 $ 48,490

Our depreciation expense was $7,667 in 2003, $8,379 in 2002

and $8,596 in 2001.
Certain facilities and equipment used in operations are

leased under operating or capital leases. Rental expenses

under operating leases were $420 for 2003, $586 for 2002
and $799 for 2001. At December 31, 2003, the future

minimum rental payments under noncancelable operating

leases for the years 2004 through 2008 were $32!, $279,
$213, $169 and $145 with $238 due thereafter. Capital leases

are not significant.
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NOTES TO CONSOLIDATED FINANCIAl STATEMENTS (CONTINUED)
Dollars in millions except per share amounts

SpectraSite Agreement
In August 2000, we reached an agr'cement with SpectraSite
under which we granted SpectraSite the exclusive rights to
lease space on a number of our communications towers.
These operating leases were scheduled to close over a
period ending in 2002. SpectraSite would sublease space on
the towers to Cingular and also agreed to build or buy new
towers for Cingular over the next five years. CingulaVs sub-
lease payments to SpectraSite reduce Cingular's net income
and partially offset the rental income we receive from

Spectra Site.
Under the terms of the original agreement„we received

a combination of cash and stock as complete prepayment
of rent with the closing of each leasing agreement. The
prepayments were initially recorded as deferred revenue,
and will be recognized in income as revenue over the life
of the leases. In November 2001, we received $35 from
SpectraSite in consideration for amending the agreement,
to reduce the maximum number of towers subject to its

terms, and to extend the schedule for tower closings until
first quarter of 2004.

In the third quarter of 2001, we recognized an other-than-
temporary decline of $162 ($97 net of tax) in the value of
SpectraSite shares we had received as part of the prepayment.
This amount reflected the decline in the stock market price
of SpectraSite shares below our carrying value. As we were
required to hold the shares, we determined that we needed
to adjust the value of the total consideration received from
entering into the leases to reflect actual realizable value.
Accordingly, we reduced the amount of deferred revenue
that was recorded when these shares were originally received.
A similar reduction of $40 ($24 net of tax) was made in

second quarter of 2002 with SpectraSite shares trading at
approximately $0.18 per share. These adjustments will have
the effect of reducing revenue recognized on the leases in
the future.

In late 2002, SpectraSite and certain of its senior debt holders

agreed to restructure its debt To effect the restructuring,
SpectraSite filed a "pre-arranged" plan of reorganization
under Chapter 11 of the United States Bankruptcy Code.
We agreed with SpectraSite, subject to completion of its

Chapter 11 reorganization, to decrease the number of
towers to be leased to SpectraSite and to extend the
schedule for tower closing until the third quarter of 2004.
In addition, we exchanged all of our shares in SpectraSite
for warrants to purchase shares representing less than 1%
of the restructured company with no significant financial
impact on us. SpectraSite emerged from bankruptcy in 2003.

Beginning of year
Contributions
Equity in net income
Other adjustments

End of year

$10,468 $9,441
299

613 759
PB) (31)

$11,003 $10,468

Undistributed earnings from Cingular were $2,481 and

$1,868 at December 31, 2003 and 2002.
We account for our 60% economic interest in Cingular

under the equity method of accounting in our consolidated
financial statements since we share control equally (i.e.,
50I50) with our 40% economic partner in the joint venture.
We have equal voting rights and representation on the
board of directors that controls Cingular. Cingular serves

approximately 24 million wireless customers, is the second-
largest wireless operator in the U.S. in terms of customers
and has approximately 236 million potential customers in

45 states, the District of Columbia, Puerto Rico and the
U.S. Virgin Islands.

The following table presents summarized financial
information for Cingular at December 31, or for the period
then ended:

Income Statements
Operating revenues
Operating income
Net income

Balance Sheets
Current assets
Nonctirrent assets
Current liabilities
Noncurrent liabilities

2003 2002 2001

$15,483 $14,903 $14,268
2,289 2,521 2,548
1,022 1,207 1,692

$3,300 $2,731
22,226 21,391
3,187 2,787

13,855 13,794

At December 31, 2003 and 2002, we had notes receivable
from Cingular of $5,885. In July 2003, we renegotiated
the terms of these advances to reduce the interest rate
from 7.5% to 6.0% and extended the maturity date of
the advances from March 31, 2005, to June 30, ?008.
The interest income from Cingular was approximately
$397 in 2003, $441 in 2002 and $555 in 2001.This interest
income does not have a material impact on our net income
as it is mostly offset when we record our share of equity
income in Cingular.

NOTE 6. EQUITY METHOD INVESTMENTS

We account for our nationwide wireless joint venture,
Cingular, and our investments in equity affiliates under the
equity method of accounting.

Cingular —The following table is a reconciliation of our
investments in and advances to Cingular as presented on oui'

Consolidated Balance Sheets:

2003 2002
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (coNTINUED)

Dollarsin millionsexceptpershareamounts

SpectraSite Agreement
In August 2000, we reached an agreement with SpectraSite

under which we granted SpectraSite the exclusive rights to
lease space on a number of our communications towers.

These operating leases were scheduled to close over a
periodending in 2002. SpectraSite would sublease space on
the towers to Cingula_r and als0 agreed to build or buy new

towers for Cingular over the next five years. Cingular's sub _

lease payments to SpectraSite reduce Cingular's net income
and partially offset the rental income we receive from

SpectraSite.
Under the terms of the original agreement, we received

a combination of cash and stock as complete prePaYment
of rent with the closing of each leasing agreement. The
prepayments were initially recorded as deferred revenue,

and will be recognized in income as revenue over the life
of the leases. In November 2001, we received $35 from

SpectraSite in consideration for amending the agreement,
to reduce the maximum number of towers subject tO its

terms, and to extend the schedule for tower closings until

first quarter of 2004.
In the third quarter of :_001, we recognized an other-than-

temporary decline of $162 ($97 net of tax) in the value of

SpectraSite shares we had received as part of the prepayment.
This amount reflected the decline in the stock market price

Of SpectraSite shares below our carrying value. As we Were
required to hold the shares, we determined that we needed

to adjust the value of the total consideration received from

entering into the leases to reflect actual realizable value.
Accordingly, we reduced the amount of deferred revenue
that was recorded when these shares were originally received.

A similar reduction of $40 ($24 net of tax) was made in

second quarter of 2002 with SpectraSite shares trading at

approximately $0.18 per share. These adjustments will have
the effect of reducing revenue recognized on the leases in
the future.

In late 2002, SpectraSite and certain of its senior debt holders

agreed to restructure its debt. To effect the restructuring,

SpectraSite filed a "pre-arranged" plan of reorganization

under Chapter 11 of the United States Bankruptcy Code.

We agreed with SpectraSite, subject to completion of its
chapter 11 reorganization, to decrease the number of
towers to be leased to SpectraSite and to extend the

Schedule for tower closing until the third quarter of 2004.

In addition, we exchanged all of our shares in SpectraSite

for warrants to purchase shares representing less than 1%
of the restructured company with no significant financial

impact on us. SpectraSite emerged from bankruptcy in 2003.

NOTE 6. EQUITY METHOD INVESTMENTS

We account for our nationwide wireless joint venture,

Cingular, and our investments in equity affiliates under the
equity method of accounting.

Cingular - The following table is a reconciliation of our
investments in and advances to Cingular as presented on our
Consolidated Balance Sheets:

2003 2002

Beginning of year $10,468 $ 9,441
Contributions m 299

Equity in net income 613 759

Other adjustments (78) (31)

End of year $11,003 $10,468

Undistributed earnings from Cingular were $2,481 and

$1,868 at December 31, 2003 and 2002.
We account for our 60% economic interest in Cingular

under the equity niethod of accounting in our consolidated
financial statements since we share control equally (i.e.,

50/50) with our 40% economic partner in the joint venture.

We have equal voting rights and representation on the
board of directors that controls Cingular. Cingular serves

approximately 24 million wireless customers, is the second-
largest wireless operator in the U.S. in terms of customers

and has approximately 236 million potential customers in

45 states, the District of Columbia, Puerto Rico and the
U.S. Virgin Islands.

The following table presents summarized financial
information for Cingular at December 31, or for the period
then ended:

2003 2002 2001

Income Statements

Operating revenues $15,483 $14,903 $14,268

Operating income 2,289 2,521 2,548
Net income 1,022 1,207 1,692

Balance Sheets

Current assets $ 3,300 $ 2,731
Noncurrent assets 22,226 21,391

Current liabilities 3,187 2,787

Noncurrent liabilities 13,855 13,794

h_t December 31, 2003 and 2002, we had notes receivable

from cingular of $5,885. In July 2003, we renegotiated
the terms of these advances to reduce the interest rate

from 7.5% to 6.0% and extended the maturity date of

the advances from March 31, 2005, to June 30, 2008.

The interest income from Cingular was approximately

$397 in 2003, $441 in 2002 and $555 in 2001. This interest
income does not have a material impact on our net income

as it is mostly offset when we record our share of equity
income in Cingular.
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Beginning of year
Additional investments
Equity in net income
Dividends received
Currency translation adjustments
Dispositions
Other adjustments

$5,887

(288)
867

' (89)
(70)

$8,411
268

1,162
(335)
962

(867)
(3,714)

End of year $6,947 $5,887

The currency translation adjustment for 2003 primarily

reflects the effect of exchange rate fluctuations on our
investments in TDC, Belgacom S.A. (Belgacom) and Telkom

SA. Limited (Telkom). Dispositions for 2003 reflect the
decrease in our ownership percentage of Belgacom.

The currency translation adjustment for 2002 primarily

reflects the effect of exchange rate fluctuations on our
investments in TDC, Belgacom and Telkom. Dispositions for
2002 reflect the sale of shares of Bell Canada of $719 (see
Note 2), Telmex L shares of $98, America Movil L shares of
$40 and Amdocs shares of $10.Other adjustments for 2002
include adjustments of $2,887 and $696 resulting from our
change from the equity method to the cost method of
accounting for investments in Bell Canada and Cegetel,
respectively (see Note 2). Other adjustments for 2002 also
included a dividend from TDC that was treated as a return
of capital due to TDC's insufficient undistributed earnings.

Undistributed earnings from equity affiliates were $2,496
and $2,195 at December 31, 2003 and 2002.

As of December 31, 2003, our investments in equity
affiliates included an 8.0% interest in Telmex, Mexico's

national telecommunications company; a 7.6% interest in

America M6vil, primarily a wireless provider in Mexico,
with telecommunications investments in the U.S. and
Latin America; a 41.6% interest in TDC, the national
communications provider in Denmark; a 16.9% interest
in Belgacom, the national communications provider in

Belgium; and an 18% interest in Telkom, a telecommuni-
cations company of South Africa. TDC also holds a 15.9%
interest in Belgacom, bringing our effective interest to 23.5%.

Both our investment and TDC's investment in Belgacom
are held through ADSB Telecommunications B.V. (ADSB), of
which we directly owned 35%.ADSB owned one share less

than 50% of Belgacom and is a consortium of SBC, TDC,

Singapore Telecommunications and a group of Belgian
financial investors. Through our 35% ownership of ADSB

and our 41.6% ownership of TDC, we had a 24.4% economic
ownership of Belgacom.

Other Equity Method Investments —Our investments in

equity affiliates include primarily international investments.
The following table is a reconciliation of our investments in

equity affiliates as presented on our Consolidated Balance
Sheets:

2003 2002

In October 2003, ADSB announced that it had entered
into an agreement with the Belgian government and

Belgacom to proceed with the preparations for a potential
initial public offering (IPO) of Belgacom. As part of the
agreement, ADSB will have the exclusive right from January

1, 2004 until July 31,2005, subject to certain restrictions, to
sell shares in an IPO of Belgacom. In the fourth quarter of
2003, as a condition to the IPO and related transactions,
Belgacom transferred to the Belgian government certain
pension liabilities related to certain employees, proceeds
from the sale of pension assets and cash sufficient to fully

fund the obligations. This transfer resulted in a one-time
charge to our equity income from Belgacom which, including

our direct and indirect ownership, reduced our fourth-
quarter 2003 diluted earnings per share by $0.03, determined
on a GAAP basis.

In the fourth quarter of 2003, also pursuant to the
agreement, Belgacom repurchased approximately 6% of the
Belgacom shares held by ADSB. This fourth-quarter repurchase
decreased our economic ownership of Belgacom from 24.4%
to 23.5%.Since the share price remains subject to adjustment
as explained below, GAAP prohibits us from recording a gain
(in 2003) on the 2003 sale of our shares back to Belgaco.
Based on our ADSB ownership percentage, our portion of
the proceeds, using the tentative share price, would be
approximately $148 and we have estimated that our portion
of the proceeds received would exceed our carrying value by

approximately $59. As part of the October 2003 agreement,
Belgacom agreed to make a second buyback offer in the
event of an IPO. Should the IPO occur, the price per share of
both buybacks will be adjusted to the IPO price, which will

result in our recognition of a gain or loss associated with the
fourth-quarter 2003 sale and the sale associated with the
IPO. If no IPO occurs before July 31, 2005, there will be no
adjustment to the proceeds from the first buyback.

In 2002, we entered into two agreements with Bell

Canada: (1) to redeem a portion of our ownership in Bell

Canada, representing approximately 4% of the company
and (2) to give BCE the right to purchase our remaining
interest in Bell Canada. BCE exercised its right to purchase
our remaining interest in Bell Canada during the fourth
quarter of 2002. See Note 2 for a more detailed discussion

on this divestiture.
In 2002, we agreed to sell to Vodafone our 15% equity

interest in Cegetel, a joint ventul. e that owns 80% of the
second-largest wireless provider in France. The pending sale
removed our significant influence and required us to change
our accounting for Cegetel to the cost method from the
equity method. With this change, the value of our investment

is reflected in the "Other Assets" line on our December 31,
2002 Consolidated Balance Sheet This transaction closed in

the first quarter of 2003. (See Note 2)
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OtherEquityMethodInvestments- Ourinvestmentsin
equityaffiliatesincludeprimarilyinternationalinvestments.
Thefollowingtable is a reconciliation of our investments in

equity affiliates as presented on our Consolidated Balance
Sheets:

2003 2002

Beginning of year $ 5,887 $ 8,411
Additional investments m 268

Equity in net income 640 1,162
Dividends received (288) (335)

Currency translation adjustments 867 962
Dispositions " (89) • (867)

Other adjustments (70) (3,714)

End of year $ 6,947 $ 5,887

The currency translation adjustment for 2003 primarily
reflects the effect of exchange rate fluctuations on our

investments in TDC, Belgacom S.A. (Belgacom) and Telkom
Sa_. Limited (Telkom). Dispositions for 2003 reflect the

decrease in our ownership percentage of Belgacom.

The currency translation adjustment fo r 2002 primarily
reflects the effect of exchange rate fluctuations on our

investments in TDC, Belgacom and Telkom. Dispositions for
2002 reflect the sale of shares of Bell Canada of $719 (see

Note 2), Telmex L shares of $98, America MOvil L shares of

$40 and Amdocs shares of $10. Other adjustments for 2002

include adjustments of $2,887 and $696 resulting from our

change from the equity method to the cost method of
accounting for investments in Bell Canada and Cegetel,

respectively (see Note 2). Other adjustments for 2002 also
included a dividend from TDC that was treated as a return

of capital due to TDC's insufficient undistributed earnings.
Undistributed earnings from equity affiliates were $2,496

and $2,195 at December 31, 2003 and 2002.
As of December 31, 2003, our investments in equity

affiliates included an 8.0% interest in Telmex, Mexico's

national telecommunications company; a 7.6% interest in

America MOvil, primarily a wireless provider in Mexico,
with telecommunications investments in the U.S. and
Latin America; a 41.6% interest in TDQ the national

communications provider in Denmark; a 16.9% interest
in Belgacom, the national communications provider in

Belgium; and an 18% interest in Telkom, a telecommuni-

cations company of South Africa. TDC also holds a 15.9%
interest in Belgacom, bringing our effective interest to 23.5%.

Both our investment and TDC's investment in Belgacom

are held through ADSB Telecommunications B.V. (ADSB), of
which we directly owned 35%. ADSB owned one share less

than 50% of Belgacom andis a consortium of SBQ TDC,

Singapore Telecommunications and a group of Belgian

financial investors. Through our 35% ownership of ADSB
and our 41.6% ownership of TDC, we had a 24.4% economic

ownership of Belgacom.

In October 2003, ADSB announced that it had entered

into an agreement with the Belgian government and
Belgacom to proceed with the preparations for a potential

initial public offering (IPO) of Belgacom. As part of the

agreement, ADSB will have the exclusive right from January
1, 2004 until July 31, 2005, subject to certain restrictions, to
sell shares in an IPO of Belgacom. In the fourth quarter of

2003, as a condition to the IPO and related transactions,

Belgacom transferred to the Belgian government certain
pension liabilities related to certain employees, proceeds

from the safe of pension assets and cash Sufficient to fully
fund the obligations. This transfer resulted in a one-time

charge to our equity income from Belgacom which, including
our direct and indirect ownership, reduced our fourth-

quarter 2003 diluted earnings per share by $0.03, determined
on a GAAP basis.

In the fourth quarter of 2003, also pursuant to the

agreement, Belgacom repurchased approximately 6% of the

Belgacom shams held by ADSB. This fourth-quarter repurchase
decreased our economic ownership of Belgacom from 24.4%
to 23.5%. Since the share price remains subject to adjustment

as explained below, GAAP prohibits us from recording a gain
(in 2003) on the 2003 sale of Our shares back to Belgacom.

Based on our ADSB ownership percentage, our portion of

the proceeds, using the tentative share price, would be

approximately $148 and we have estimated that our portion
of the proceeds received would exceed our carrying value by

approximately $59. As part of the October 2003 agreement,
Belgacom agreed to make a second buyback offer in the
event of an IPO. Should the IPO occur, the price per share of

both buybacks will be adjusted to the IPO price, which will
result in our recognition of a gain or loss associated with the

fourth-quarter 2003 sale and the sale associated with the
IPO. If no IPO occurs before July 31, 2005, there will be no

adjustment to the proceeds from the first buyback.
In 2002, we entered into two agreements with Bell

Canada: (i) to redeem a portion of our ownership in Bell

Canada, representing approximately 4% of the company

and (2) to give BCE the right to purchase our remaining
interest in Bell Canada. BCE exercised its right to purchase

our remaining interest in Bell Canada during the fourth

quarter of 2002. See Note 2 for a more detailed discussion
on this divestiture.

In 2002, we agreed to sell to Vodafone our 15% equity

interest in Cegetel, a joint venture that Owns 80% of the
second-largest wireless provider in France. The pending sale

removed our significant influence and required us to change

our accounting for Cegetel to the cost method from the

equity method. With this change, the value of our investment
is reflected in the "Other Assets" line on our December 31,
2002 Consolidated Balance Sheet. This transaction closed in

the first quarter of 2003. (See Note 2)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (coNTINUED)
Dollars in millions except per share amounts

Income Statements
Operating revenues
Operating income
Net income

$34,747 $30,414 $44,773
9,067 8,102 10,617
4,6&9 6,493 5,981

The following table presents summarized financial

information of our significant international investments

accounted for using the equity method, taking into account
all adjustments necessary to conform to (aAAP but excluding
our purchase adjustments, including goodwill, at December 31
or for the year then ended:

2003 2002 2001

2003 2002

Notes and debenturesi
0 00% 5 98% 2003 203&2

6.03% —7.85% 2003 —204&8

8.85% —9.50% 2005 —2016

Unamortized discount- net of premium

$5,987 $6,666
10,894 13,118

153 166

17,034 19,950
(159) (203)

NOTE 7. DEBT

Long-term debt of SBC and its subsidiaries, including interest
rates and maturities, is summarized as follows at December 31:

Balance Sheets
Curr ent assets
Noncurrent assets
Current liabilities
Noncurrent liabilities

$11,282 $9,575
40,895 32,613
10,101 8,902
23,393 19,798

Total notes and debentures
Capitalized leases

Total long-term debt, including

current maturities
Current maturities of long-term debt

16,875 19,747
65 143

16,940 19,890
(8&0) (1,354)

At December 31, 2003, we had goodwill of approximateiy

$1,682 related to our international investments in equity
affiliates.

Based on the December 31, 2003 quoted market price
of TDC stock, the aggregate market value of our invest-

ment in TDC was approximately $3,269. Based on the
December 31, 2003 quoted market price of Telkom stock,
the aggregate market value of our investment in Telkom

was approximately $1,060. The fair value of our investment
in Telmex, based on the equivalent value of Telmex L

shares at December 31, 2003, was approximately $1,607.
The fair value of our investment in America M6vil, based
on the equivalent value of America Movil L shares at
December 31, 2003, was approximately $1,345. Belgacom
was not publicly traded at December 31, 2003, and thus
does not have a readily available market value. Our

weighted average share of operating revenues shown
above was 17% in 2003, 2002 and 2001.

Total long-term debt $16,060 $18,536

tin 2003, the $90 fair value of our variable rate Interest rate swaps ls reported with
its corresponding debt.

sincludes $1,000 of 4.18% Puttable Reset 5ecuritles (PURS) maturing in 2021 with a

put option by holder In 2004 and $250 of 5.95yo debentures maturing ln 2038
with a put opt!on by holder In 2005.

sindudes $125 of 69516 debentures maturing in 2026 with a put option by holder
ln 2006.

At December 31, 2003, the aggregate principal amounts of
long-term debt and weighted average interest rate scheduled
for repayment for the years 2004 through 2008, excluding
the effect of interest rate swaps, were $880 (6.5%), $1,097
(6.7%), $2,638 (5.9%), $1,912 (5.2%) and $700 (6.3%) with

$9,782 (6.6%) due thereafter. As of December 31, 2003,
we were in compliance with all covenants and conditions
of instruments governing our debt Substantially all of our
outstanding long-term debt is unsecured.

Financing Activities
During 2003, approximately $1,259 of long-term debt
obligations, and $1,000 of one-year floating rate securities
matured. The long-term obligations carried interest rates
ranging from 5.8% to 9.5%, with an average yield of 6.1%.
The short-term notes paid quarterly interest based on the
London Interbank Offer Rate (LIBOR);,Funds from operations
and dispositions were used to pay off these notes.

During 2003 we called, prior to maturity, approximately
$1,743 of debt obligations with maturities ranging between
February 2007 and March 2048, and interest rates ranging
between 6.5% and 7.9%.Of the $1,743 called debt, approxi-
mately $264, with an average yield of 7.2% was called in

July; $1,462, with an average yield of 7.4% was called in

June; and $17, with an average yield of 6.9% was called in

March. These included the remaining' subsidiary notes that
were listed on public bond exchanges. Funds from operations
and dispositions were used to pay off these notes.
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NOTES TO CONSOLIDATED
Dollarsin millionsexceptpershareamounts

FINANCIAL STATEMENTS (CONTINUED)

The following table presents summarized financial
information of our significant international investments

accounted for using the equity method, taking into account

all adjustments necessary to conform to GAAP but excluding
our purchase adjustments, including goodwill, at December 31

or for the year then ended:

2003 2002 2001

Income Statements
Operating revenues $34,747 $30,414 $44,773

Operating income 9,067 8,102 10,617
Net income 4,689 6,493 5,981

Balance Sheets
Current assets $11,282 $ 9,575

Noncurrent assets 40,895 32,613

Current liabilities 10,101 8,902
Noncurrent liabilities 23,393 19,798

At December 31, 2003, we had goodwill of approximately

$1,682 related to our international investments in equity
affiliates.

Based on the December 31, 2003 quoted market price

of TDC stock, the aggregate market value of our invest-

ment in TDC was approximately $3,269. Based on the

December 31, 2003 quoted market price of Telkom Stock,

the aggregate market value of our investment in Telkom
was approximately $1,060. The fair value of Our investment
in Telmex, based on the equivalent value of Telmex L

shares at December 31, 2003, was approximately $1,607.
The fair value of our investment in America M6vil, based

on the equivalent value of America M6vil L shares at

December 31, 2003, was approximately $1,345. Belgacom

was not publicly traded at December 31, 2003, and thus
does not have a readily available market value. Our

weighted average share of operating revenues shown
above was 17% in 2003, 2002 and 2001.

NOTE 7. DEBT

Long-term debt of SBC and its subsidiaries, including interest
rates and maturities, is summarized as follows at December 31:

2003 2002

Notes and debentures 1
0.00% - 5.98% 2003 - 20382 $ 5,987 $ 6,666

6.03% -7.85% 2003 -.20483 10,894 13,118
8.85% _-9.50% 2005 - 2016 153 o166

17,034 19,950

Unamortized discount- net of premium (159) (203)

Total notes and debentures 16,875 19,747

Capitalized leases 65 143

Total long-term debt, including
current maturities 16,940 19,890

Current maturities of long-term debt (880) (1,354)

Total long-term debt $16,060 $18,536

tin 2003,the $90falr .valueof ourvariablerate InterestrateswapsIsreportedwith
Itscorrespondingdebt.

2Includes$1,000of4.18% PuttableResetSecurities(PURS)maturlng in 2021with a
putoptionbyholderin 2004and$250of 5.95%debenturesmaturingIn 2038
witha putoptionby holderin2005.

3Includes$125of 635% debenturesmaturingIn 2026with a putoptionbyholder
in2006.

At December 31, 2003, the aggregate principal amounts of

long-term debt and weighted average interest rate scheduled

for repayment for the years 2004 through 2008, excluding
the effect of interest rate swaps, were $880 (6.5%), $1,097

(6.7%), $2,638 (5.9%), $1,912 (5.2%) and $700 (6.3%) with

$9,782 (6.6%) due thereafter. As of December 31, 2003,
we were in complian(:e with all covenants and conditions

of instrumehts governing our debt. Substantially all of our
outstanding long-term debt is unsecured.

Finandng Activities

During 2003, approximately $1,259 of long-term debt
obligations, and $1,000 of one-year floating rate securities

matured. The long-term obligations carried interest rates
ranging from 5.8% to 9.5%, with an average yield of 6.1%.

The short-term notes paid quarterly interest based on the

London Interbank Offer Rate (LIBOR):sFunds from operations

and dispositions were used to pay off these notes.
During 2003 we called, prior to maturity, approximately

$1,743 of debt Obligations with maturities ranging between

February 2007 and March 2048, and interest rates ranging
between 6.5% and 7.9%. Of the $1,743 called debt, approxi-

mately $264, with an average yield of 7.2% was called in

July; $1,462, with an average yield of 7.4% was called in
June; and $17, with an average yield of 6.9% was called in
March. These included the remaining subsidiary notes that

were listed on public bond exchanges. Funds from operations

and dispositions were used to pay off these notes.

PAGEI48



Debt maturing within one year consists of the following
at December 31:

2003 2002

Commercial paper
Current maturities of long-term debt
Other short-term debt
Total

$999 $.1,148
880 'I,354

1,003
$'I479 $3,505

2003

Carrying Fair
Amount Value

2002

Carrying
Amount

Fair
Value

Notes and debentures $16,875
Commercial paper 999
Cingular note receivable 5,885
Available-for-sale equity

securities 844
EchoStar note receivable 441
Preferred stock of

subsidiaries 393

$18,126
999

5,885

$19,747 $20,992
1,148 1,148
5,&85 5,885

1,347 1,347

393 393

The fair values of our notes and debentures were estimated
based on quoted market prices, where available, or on
the net present value method of expected future cash
flows using current interest rates. The carrying amount of
commercial paper debt approximates fair value.

Our notes receivable from Cingular are recorded at face
value, and the'carrying amounts approximate fair values.
The fair value of our EchoStar note receivable was based on
the present value of cash and interest payments, which is

accreted on the note up to the face value of $500 over a

The weighted average interest rate on commercial paper
debt at December 31, 2003 and 2002 was 1.08% and 1A3%.
In October 2003, we renewed our 364-day credit agreement
totaling $4,250 with a syndicate of banks replacing our credit
agreement of $4,250 that expired on October 21, 2003.
The expiration date of the current credit agreement is

October 19,2004. Advances under this agreement may be
used for general corporate purposes, including support of
commercial paper borrowings and other short-term
borrowings. Under the terms of the agreement, repayment
of advances up to $1,000 may be extended two y'ears from
the termination date of the agreement. Repayment of
advances up to $3,250 may be extended to one year from
the termination date of the agreement. There is no
material adverse change provision governing the drawdown
of advances under this credit agreement. We had no
borrowings outstanding under committed lines of credit as
of December 31, 2003 or 2002.

NOTE 8. FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair values of our long-
term debt, including current maturities and other financial
instruments, are summarized as follows at December 31:

three year period on a straight line basis. Our short-term
investments, other short-term and long-term held-to-maturity

investments and customer deposits are recorded at amortized

cost, and the carrying amounts approximate fair values, The

fair value of more than 95% of our available-for-sale equity
securities was determined based on quoted market prices
and the carrying amount of the remaining securities
approximates fair value. In addition, we held other short-

term held-to-maturity securities of $378 as compared to
$1 at December 31, 2002. At December 31, 2003 we held

other long-term held-to-maturity securities of $84, which

mature within two years from the date of purchase, and

$0 at December 31, 2002.
Preferred Stock Issuances by Subsidiaries —In the fourth

quarter of 2002, we restructured our holdings in certain
investments, including Sterling. As part of this restructuring,
a newly created subsidiary issued approximately $43 of
preferred stock. The preferred stock will accumulate dividends

at an annual rate of 5.79% and can be converted, at the
option of the hoider, to common stock (but not a controlling
interest) of the subsidiary' at any time. (See Note 2)

In June 1997 and December 1999, an SBC subsidiary issued

$250 and $100 of preferred stock in private placements. The
holders of the preferred stock 'may require the subsidiary

to redeem the shares after May 20, 2004. Holders receive
quarterly dividends based on a rolling three-month LIBOR.

The dividend rate for the December 31, 2003, payment
was 1.91%

The preferred stock of subsidiaries discussed above is

included in "Other noncurrent liabilities" on the
Consolidated Balance Sheets.

Derivatives —We use interest rate swaps to manage
interest rate risk. Each swap matches exact maturity dates
of the underlying debt to which they are related, allowing
for perfectly effective hedges. The notional amounts,
carrying amounts and estimated fair values of our derivative

financial instruments are summarized as follows at
December 31:

Notional
'

Carrying
Amount Amount

Fair
Value

2003
interest rate swaps

2002
Interest rate swaps

$3,500 $90 $90

$1,000 $79 $79

In August 2003 we entered into $1,000 in variable interest
- rate swap contracts on our 5.875% fixed rate debt which

matures in August 2012. In the fourth quarter of 2003 we
entered into two variable rate swap contracts on our fixed
rate debt. We entered into $1,000 in variable rate swap
contracts on our 5.875% fixed rate debt which matures in

February 2012 and $500 in variable rate swap contracts on
our 6.25% fixed rate debt which matures in March 2011.At
December 31, 2003 we had interest rate swaps with a notional

value of $3,500 and a fair value of approximately $90.
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Debtmaturingwithinoneyearconsistsofthefollowing
atDecember31:

2003 2002

Commercial paper $ 999 $,1,148
Current maturities of long-term debt 880 1,354

Other short-term debt m 1,003

Total $1_79 $3,505

The weighted average interest rate on commercial paper
debt at December 31, 2003 and 2002 was 1.08% and t.43%.

In October 2003, we renewed our 364-day credit agreement
totaling $4,250 with a syndicate of banks replacing our credit

agreement of $4,250 that expired on October 21, 2003.
The expiration date of the current credit agreement is

October 19, 2004. Advances under this agreement may be

used for general corporate purposes, including support of

commercial paper borrowings and other sh0rt-term
borrowings. Under the terms of the agreement_ repayment
of advances up to $1,000 may be extended two years from

the termination date of the agreement Repayment of
advances up to $3,250 may be extended to one year from

the termination date of the agreement. There is no

material adverse change provision governing the drawdown
of advances under this credit agreement. We had no

borrowings outstanding under committed lines of credit as
of December 31, 2003 or 2002.

NoTE 8. FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair values of our long-

term debt, including current maturities and other financial
instruments, are summarized as follows at December 31:

2003 " 2002

Carrying Fair Carrying Fair
Amount Value Amount Value

Notes and debentures $16,875 $18,126 $19,747 $20,992

Commercial paper 999 999 1,148 1,148
Cingular note receivable 5,885 5,885 5,885 5,885

Available-for-sale equity
securities 844 844 1,347 1,347

EchoStar note receivable 441 441 _ m

Preferred stock of

subsidiaries 393 393 . 393 393

The fair values of our notes and debentures were estimated

based on quoted market prices, where available, or on
the net present value method of expected future cash

flows using current interest rates. The carrying amount of

commercial paper clebt approximates fair value.
Our notes receivable from Cingular are recorded at face

valu.e, and the carrying amounts approximate fair values.
The fair value of our EchoStar note receivable was based on

;the present value of cash and interest payments, which is

accreted on the note up to the face value of $500 over a

three year period on a straight line basis. Our short-term

investments, other short-term and long-term held-to-maturity
investments and customer deposits are recorded at amortized

cost, and the carrying amounts approximate fair values, The
fair value of more than 95% of our available-for-sale equity

securities was determined based on quoted market prices

and the carrying amount of the remaining securities
approximates fair value. In addition, we held other short-

term held-to-maturity securities of $378 as compared to
$1 at December 31, 2002. At December 31, 2003 we held

other 10ng-term held-to-maturity securities of $84, which
mature within two years from the date of purchase, and

$0 at December 31, 2002.
Preferred Stock Issuances by Subsidiades - In the fourth

quarter of 2002, we restructured our holdings in certain
investments, including Sterling. As part of this restructuring,

a newly created subsidiary issued approximately $43 of

preferred stock. The preferred stock will accumulate dividends
at an annual rate of 5.79% and Ran be converted, at the

option of the holder, to common stock (but not a controlling
interest) of the subsidiary at any time. (See Note 2)

In June 1997 and December 1999, an SBC subsidiary issued

$250 and $100 of preferred stock in private placements. The

holders of the preferred stock may require the subsidiary

to redeem the shares after May 20; 2004. Holders receive

quarterly dividends based on a rolling three-month LIBOR.
The dividend rate for the December 31, 2003, payment
was 1.91%.

The preferred stoc k of subsidiaries discussed above is
included in "Other noncurrent liabilities" on the
Consolidated Balance Sheets.

Derivatives -We use interest rate swaps to manage

interest rate risk. Each swap matches exact maturity dates

of the underlying debt to which they are related, allowing

for perfectly effective hedges. The notional amounts,

carrying amounts and estimated fair values of our derivative
financial instruments are summarized as follows at

December 31:

Notional Carrying Fair
Amount Amount Value

2003

Interest rate swaps $3,500 $90 $90

2002

Interest rate Swaps . $1,000 $79 $79

in August 2003 we entered into $1,000 in variable interest

rate swap contracts on our 5.875% fixed rate debt which

matures in August 2012. In the fourth quarter of 2003 we
entered into two variable rate swap contracts on our fixed
rate debt. We entered into $1,000 in variable rate swap

contracts on our 5.875% fixed rate debt which matures in

February 2012 and $500 in variable rate swap contracts on
our 6.25% fixed rate debt which matures in March 2011. At

December 31, 2003 we had interest rate swaps with a notional

value of $3,500 and a fair value of approximately $90.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
Dollars in millions except per share amounts

Depreciation and amortization
Equity in foreign affiliates
Deferred directory expenses
Other
Deferred tax liabilities

Employee benefits
Currency translation adjustments
Allowance for uncollectibles
Unamortized investment tax credits
Other

Deferred tax assets

$13,438 $9,231
945 643
(93) 493

4/16 4,611
18,706 14,978
3,260 3,078

228 519
282 456

86 93
954 1,285

4,810 5,431

Deferred tax assets valuation allowance 144 148

Net deferred tax liabilities $14,040 $9,695

The decrease in the valuation allowance is the result of an
evaluation of the uncertainty associated with the realization
of certain deferred tax assets. The valuation allowance is

maintained in deferred tax assets for certain unused federal
and state loss carryforwards.

The components of income tax expense are as follows:

2003 2002 2001

Federal."

Current
Deferred —net
Amortization of investment

tax credits

State and local:
Current

'
Deferred —net
Foreign

Total

$ (466) $377 $1,793
3,043 2,251 1,587

'

(24) (30) (44)

2,553 2,598 3,336

(38) 116 206
401 219 385

14 51 15

377 386 606

$2,930 $2,984 $3,942

In the fourth quarter of 2002, we internally restructured our
ownership in several investments, including Sterling (see
Note 2).The restructuring included the issuance of external
debt (see Note 7), and the issuance and sale of preferred
stock in subsidiaries (see Note 8).As we remain the primary
beneficiary after the restructuring, the preferred securities
are classified as "Other noncurrent liabilities" on our
Consolidated Balance Sheet, and no gain or loss was recorded
on the transaction. As a result of the sale of preferred stock,
we recognized in net income $280 of tax benefits on certain

' financial expenses and losses that were not previously
eligible for deferred tax recognition.

NOTE 9. INCOME TAXES

Significant components of our deferred tax liabilities and
assets are as follows at December 31:

2003 2002

A reconciliation of income tax expense and the amount
computed by applying the statutory federal income tax rate
(35%) to income before income taxes, extraordinary items
and cumulative effect of accounting change is as follows:

Taxes computed at federal
statutor'y rate

Increases (decreases) in

income taxes resulting from:
State and local income taxes-

net of federal
income tax benefit

Restructuring/sale of
preferred interest

Effects of international
operations

Goodwill amortization
Tax settlements
Contributions of

appreciated investments
Other —net

Total

2003 2002 2001

$3,115 $3,660 $3,832

250 269 399

(280)

(230) (354) . (22)
86

(41) (171)

(208)
(164) (140) (145)

$2,930 $2,984 $3,942

Effects of international operations include items such as
foreign tax credits, sales of foreign investments and the effects
of undistributed earnings from international operations.
Deferred taxes are not provided on the undistributed earnings

of subsidiaries operating outside the United States that have

been or are intended to be permanently reinvested.

NOTE 10. PENSION AND POSTRETIREMENT BENEFITS

Pensions —Substantially all of our employees are covered by
one of various noncontributory pension and death benefit
plans. At December 31, 2003, management employees
participated in either cash balance or defined lump sum

pension plans. Additionally, all management employees
participated in a traditional pension benefit formula, stated
as a percentage of the employees' adjusted career income.
The pension benefit formula for most nonmanagement
employees is based on a flat dollar amount per year according
to job classification. Most employees can elect to receive
their pension benefits in either a lump sum payment or
annuity. We use a December 31 measurement date for
calculating the values reported for plan assets and benefit
obligations for our plans.

Our objective in funding the plans, in combination with
the standards of the Employee Retirement Income Security
Act of 1974, as amended (ERISA), is to accumulate assets
sufficient to meet the plans' obligations to provide benefits
to employees upon their retirement. Required funding is

based on the present value of future benefits, which is

similar to the projected benefit obligation discussed below.
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NOTE 9. INCOME TAXES

Significant components of our deferred tax liabilities and
assets are as follows at December 31:

2003 2002

Depreciation and amortization $13,438 $ 9,231

Equity in foreign affiliates 945 643

Deferred directory expenses (93) 493
Other 4.,416 4,611

Defe.rred tax liabilities 18,706 14,978

Employee benefits
Currency translation adjustments
Allowance for uncollectibles

Unamortized investment tax credits
Other

3,260 3,078
228 519

282 456
86 93

954 1,285

Deferred tax assets _ 4,810 5,431

Deferred tax assets valuation allowance 144 148

Net deferred tax liabilities $14,040 $ 9,695

The decrease in the valuation allowance is the result of an

evaluation of the uncertainty associated with the realization
of certain deferred tax assets. The valuation allowance is
maintained in deferred tax assets for certain {mused federal

and state loss carryforwards.
The components of income tax expense are as follows:

2003 2002 2001

Federal:

Current $ (466) $ 377 $1,793

Deferred - net 3,043 2,251 1,587
Amortization of investment

tax credits (24) (30) (44)

2,553 2,598 3;336

State and local:

Current (38) 116 206

" Deferred - net 401 219 385

Foreign 14 51 15

377 386 606

Total $2,930 $2,984 $3,942

In the fourth quarter of 2002, we internally restructured our

0wnership in several investments_ including Sterling (see

Note 2). The restructuring included the issuance of external
debt (see Note 7), and the issuance and sale of preferred
stock in subsidiaries (see Note 8). As we remain the primary

beneficiary after the restructuring, the preferred securities
are classified as "Other noncurrent liabilities" on our

Consolidated Balance Sheet, and no gain or loss Was recorded

on the transaction. As a result of the sale of preferred stock,
we recognized in net income $280 of tax benefits on certain

financial expenses and losses that were not previously

eligiblefor deferred tax recognition.

A reconciliation of income tax expense and the amount

computed by applying the statutory federal income tax rate
(35%) to income before income taxes, extraordinary items

and cumulative effect of accounting change is as follows:

2003 2002 2001

Taxes computed at federal
statutory rate $3,115 $3,660 $3,832

Increases (decreases) in

income taxes resulting from:
State and local income taxes -

net of federal
income tax benefit 250 269 399

Restructuring/sale of

preferred interest -- (280)
Effects of international

operations (230) (354) (22)
Goodwill amortization -- --o 86

Tax settlements (41) (171)
Contributions of

appreciated investments m -- (208)
Other - net (164) (140) (145)

Total $2,930 $2,984 $3,942

Effects of international operations include items such as
foreign tax credits, sales of foreign investments and the effects

of undistributed earnings from international operations.
Deferred taxes are not provided on the undistributed earnings

of subsidiaries operating outside the United States that have
been or are intended to be permanently reinvested,

_OTE 10. PENSION AND POSTRETIREMENT BENEFITS

Pensions - Substantially all of our employees are covered by

one of various noncontributory pension and death benefit
plans. At December 31, 2003, management employees

participated in either cash balance or defined lump sum

pension plans. Additionally, all management employees

participated in a traditional pension benefit formula, stated
as a percentage of the employees' adjusted career income.

The pension benefit formula for most nonmanagement

employees is based on a flat dollar amount per year according
to job classification. Most employees can elect to receive

their pension benefits in either a lump sum payment or

annuity. We use a December 31 measurement date for
calculating the values reported for plan assets and benefit

obligations for our plans.

our objective in funding the plans, in combination with
the standards of the Employee Retirement Income Security
ACt of,i974, as amended (ERISA), is to accumuiate assets

sufficient to meet the plans' obligations to provide benefits

to employees upon their retirement. Required funding is
based on the present value of future benefits, which is

similar to the projected benefit obligation discussed below.
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Any plan contributions, as determined by ERISA regulations,
are made to a pension trust for the benefit of plan participants.
In July 2003, we voluntarily contributed $500 to the pension
trust for the benefit of plan participants. No significant
cash contributions to the trust will be required under ERISA

regulations during 2004; however, we may make. contributions
in excess of minimum funding requirements. We are consid-

ering a voluntary contribution of assets, which may include
cash andlor other investments of $1,000 or more.

For defined benefit pension plans, the benefit obligation
is the "projected benefit obligation", the actuarial present
value, as of the measurement date, of all benefits attributed

by the pension benefit formula to employee service rendered
to that date. The following table presents this reconciliation
and shows the change in the projected benefit obligation
for the years ended December 31:

Benefit obligation at beginning of year
Service cost —,benefits earned

during the period
Interest cost on projected benefit obligation
Amendments
Actuarial loss

Special termination benefits
Benefits paid

2003 2002

$26,148 $25,060

732
1,666

1
1,931

71
(2,932)

645
1,780

(33)
2,534

456
(4,294)

Benefit obligation at end of year $27,617 $26, 148

Fair value of plan assets at
beginning of year

Actual return on plan assets
Employer contribution
Transfer from Cingular'
Benefits paid

$24,999 $32,715
5,584 (3,442)

500
6

(2,929) (4,280)

Fair value of plan assets at end of year2 $28,154 $24,999

Funded (unfunded) status
(fair value of plan assets
less benefit obligation)3

Unrecognized prior service cost
Unrecognized net (gain) loss

Unamortized transition asset

Net amount recognized

$537 $ (1,149)
1,397 1,642
6,588 7„777

(67) (218)

$8,455 $8,052

'Assodated with the 2002 truewp of pension assets and liabilities based on final

valuations of the 2001 employee transfer to Gngular.

&Plan assets Include SBC common stock of $6 at December 31,2003, and $8 at
December 31,2002.

aPunded (unfunded) status Is not Indicative of our ability to p'ay ongoing pension
benefits. Required pension funding is determined in accordance with ERISA

regulations.

The following table presents the change in the value of
pension plan assets for the years ended December 31 and
the pension plans' funded status at December 31:

2003 2002

Prepaid pension cost'
Additional minimum pension liability2

Intangible asset'
Accumulated other comprehensive income
Deferred tax asset

Net amount recognized,

iinduded in "Other Assets".

tlnduded in "Postemployment benefit obligation .

$8855 $8,052
(2,720) (3,455)

894 1,078
1,132 1,473

694 904

$8,455 $8,052

The following table presents the components of net pension

cost (benefit) recognized in our Consolidated Statements
of Income (gains are denoted with parentheses and losses

are not):

2003 2002 2001

Service cost —benefits earned
during the period $732

Interest cost on projected
benefit obligation 1,666

Expected return on plan assets (2,456)
Amortization of prior service cost

and transition asset 94
Recognized actuarial gain 53

645 $ 550

1,780
(3,429)

1,847
(3,515)

100, 81
(233) (413)

Net pension cost (benefit) $89 $(1,137) $(1,450)

In determining the projected benefit obligation and the net
pension cost (benefit), we used the following significant
weighted-average assumptions:

2003 2002 2001

Discount rate for determining
projected benefit obligation
at December 31

Discount rate in effect for
determining net pension
cost (benefit)

Long-term rate of return on
plan assets

Composite rate of
compensation increase

6 25'/o 6.75% 7.50%

6,75% 7.50% 7.75%

8.50% 9.50% 9.50%

4.25% 4.25 /e 4.25%

Our assumed discount rate of 6.25% at December 31, 2003,
reflects the hypothetical rate at which the projected benefit
obligation could be effectively settled, or paid out to
participants, on that date. We determined our discount rate
based on a range of factors including the rates of return

on high-quality, fixed-income corporate bonds available at
the measurement date. The reduction in the discount rate
at December 31, 2003 and 2002, by 0.50% and by 0.75%,
respectively, resulted in an increase in our pension plan
benefit obligation of approximately $1,081 and $1,480 at
December 31, 2003 and 2002. Should actual experience
differ from actuarial assumptions, the projected benefit
obligation and net pension cost (benefit) would be affected.

Amounts recognized in our Consolidated Balance Sheets at
December 31 are listed below and are discussed in the
fourth paragraph following these tables:

2003 2002
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Anyplancontributions,asdeterminedbyERISA regulations,
are made to a pension trust for the benefit of plan partidpants.

In July 2003, we voluntarily contributed $500 to the pension
trust for the benefit of plan participants. No significant
cash contributions to the trust will be required under ERISA

regulations during 2004; however,, we may make_contdbutions
in i_xcess of minimum funding requirements. We are consid-
ering a voluntary contribution of assets, which may include
cash and/or other investments of $1,000 or more.

For defined benefit pension plans, the benefit obligation

is the "projected benefit obligation", the actuarial present

value, as of the measurement date, of all benefits attributed

by the pension benefit formula to employee service rendered
to that date. The following table presents this reconciliation

and shows the change in the projected benefit obligation

for the years ended December 31:

2003 2002

$26,148 $25,060Benefit obligation at beginning of year
Service cost-.benefits earned

during the period 732 645

Interest cost on projected benefit obligation 1,666 1,780
Amendments 1 (33)

Actuarial loss 1,931 2,534

Special termination benefits 71 456
Benefits paid (2,932) (4,294)

Benefit obligation at end of year $27,617 $26,148

The following table presents the change in the value of

pension plan assets for the years ended December 31 and
the pension plans' funded status at December 31:

2003 2002

Fair value of plan assets at
beginning of year $24,999 $32,715

Actual return on plan assets 5,584 (3,442)

Employer contribution 500 --
Transfer from Cingular 1 m 6

Benefits paid (2,929) (4,280)

Fair value of plan assets at end of year 2 $28,154 $24,999

Funded (unfunded) status

(fair value of plan assets

less benefit obligation)3
unrecognized prior service cost

Unrecognized net (gain) loss
Unamortized transition asset

$ 537 $(1,149)
1,397 1,642

6,588 7,777

(67) (218)

Net amount recognized $ 8,455 $ 8,052

IAssodated with the 2002 true-up of pension assets and liabilities based on final
valuations of the 200 ! employee transfer to Cingular.

;_Plan assets include SBC common stock of $6 at December 31, 2003, and $8 at

December 31, 2002.

3Funded (unfunded) status is not Indicative of our ability to pay ongoing pension
benefits. Required pension funding is determined "in accordance with ERISA
regulations.

Amounts recognized in our Consolidated Balance Sheets at
December 31 are listed below and are discussed in the

fourth paragraph following these tables:

2003 2002

Prepaid pension cost 1 $ 8_455 $ 8,052
Additional minimum pension liability 2 (2,720) (3,455)

Intangible asset I 894 1,078

Accumulated other comprehensive income 1,132 1,473
Deferred tax asset 694 904

Net amount recognized $ 8,455 $ 8,052

llnduded in "Other Assets'.

21nduded in "Postemp!oyment benefit obligation'.

The following table presents the components of net pension
cost (benefit) recognized in our Consolidated Statements

of Income (gains are denoted with parentheses and losses

are not):

2003 2002 2001

Service cost - benefits earned

during the period $ 732 $ 645 $ 550

Interest cost on projected
benefit obligation 1,666 1,780 1,847

Expected return on plan assets (2,456) (3,429) (3,515)

Amortization of prior service cost
and transition asset 94 100 _ 81

Recognized actuarial gain 53 (233) (413)

Net pension cost (benefit) $ 89 $(1,137) $(1,450)

In determining the projected benefit obligation and the net
pension cost (benefit), we used the following significant

weighted-average assumptions:

2003 2002 2001

Discount rate for determining
projected benefit obligation
at December 31 6.25% 6.75% 7.50%

Discount rate in effect for

determining net pension

cost (benefit) 6.75% 7.50% 7.75%

Long-term rate of return on
plan assets 8.50% 9.50% 9.50%

Composite rate of

compensation increase 4.25% 4.25% 4.25%

Our assumed discount rate of 6.25% at December 31, 2003,

reflects the hypothetical rate at which the projected benefit

obligation could be effectively settled, or paid out to
participants, on that date. We determined otir discount rate

based on a range of factors including the rates of return

on high-quality, fixed-income corporate bonds available at
the measurement date. The reduction in the discount rate

at December 31, 2003 and 20.02, by 0.50% and by 0.75%,

respectively, resulted in an increase in our pension plan
benefit obligation of approximately $1,081 and $1,480 at
December 31, 2003 and 2002. Should actual experience

differ from actuarial assumptions, the projected benefit

obligation and net pension cost (benefit) would be affected.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
Dollars in millions except per share amounts

Our expected long-term rate of return on plan assets of
8.5% for 2003, reflects the average rate of earnings
expected on the funds invested, or to be invested, to
provide for the benefits included in the projected benefit
obligations. We consider many factors that include, but are
not limited to historic returns on plan assets, current market
information on long-term returns (e.g., long-term bond

rates) and current and target asset allocations between asset
categories. The target asset allocation is determined based
on consultations with external investment advisors.

As noted above, the projected benefit obligation is the
actuarial present value of all benefits attributed by the
pension benefit formula to previously rendered employee
service. The calculation of the obligation generally consists

of estimating the amount of retirement income payments in

future years after the employee retires or terminates service

and calculating the present value at the measurement date.
The amount of benefit to be paid depends on a number of
future events incorporated into the pension benefit formula,
including estimates of average life of employees/survivors

and average years of service rendered. It is measured based

on assumptions concerning future interest rates and future
employee compensation levels.

In contrast to the projected benefit obligation, the accu-

mulated benefit obligation represents the actuarial present
value of benefits based on employee service and compensation

as of a certain date and does not include an assumption
about future compensation levels. On a plan-by-plan basis,

if the accumulated benefit obligation exceeds plan assets
and at least this amount has not been accrued, an additional

minimum liability must be recognized, partially offset by an

intangible asset for unrecognized prior service cost, with the
remainder a direct charge to equity net of deferred tax
benefits. These items are included in the third table above
that presents the amounts recognized in our Consolidated
Balance Sheets at December 31.At December 31, 2003 and

2002, for three of our plans, the accumulated benefit
obligation (aggregate balance of $13,724 for 2003 and

$13,289 for 2002) exceeded plan assets (aggregate balance

of $13,016 for 2003 and $11,525 for 2002). Because of our
increased asset returns in 2003, during the fourth quarter
of 2003 we were able to reduce our minimum liability by
$735, which resulted in a direct increase to equity of $341
(net of deferred taxes of $210). In 2002, our decreased
discount rate and lower asset returns, required us to record
an additional minimum liability of $3,455 and a direct
charge to equity of $1,473 (net of deferred taxes of $904)
in the fourth quarter of 2002. This reclass, while adjusting

equity and comprehensive income, will not affect our
future results of operations or cash flows.

Shown below is a summary of our obligations and the
fair value of plan assets for the years ended December 31,
2003 and 2002.

Projected benefit obligation
Accumulated benefit obligation
Fair value of plan assets

2003 2002

$27,617 $26,148
25,249 24,223
28,154 24,999

During 2003, 2002 and 2001, as part of our workforce
reduction programs, an enhanced retirement program was

offered to eligible Pacific Telesis Group (PTG) nonmanagement

employees. This program offered eligible employees who
voluntarily decided to terminate employment an enhanced

pension benefit and increased eligibility for postretirement
medical, dental and life insurance benefits. Employees that
accepted this offer and terminated employment totaled
approximately 339 before the end of December 31, 2003.
Approximately 3,600 and 1,400 employees terminated
before the end of December 31, 2002 and 2001, respectively.

In addition to the net pension cost (benefit) reported in the
tables above, enhanced pension benefits related to this

program were recognized as an expense of $42 in 2003,
$456 in 2002, and $164 in 2001.

In September 2003, the Internal Revenue Service (IRS)

increased the interest rate applicable to fourth-quarter
pension plan lump sum calculations from 4.53% to 531%.
An increase in the interest rate had a negative impact on
lump sum pension calculations for some of our employees.
We chose to extend the 4.53% pension plan lump sum

benefit payout rate through October 31, 2003. The
extension of the lump sum benefit payout rate was
accounted for as a special termination benefit and
increased our fourth-quarter pension benefit expense
approximately $28 in 2003.

In October 2000, we implemented a voluntary enhanced
pension and retirement program (EPR) to reduce the
number of management employees. Approximately 7,000
of the employees who accepted this offer terminated
employment before December 31, 2000; however, under

the program, approximately 2,400 employees were retained

for up to one year. We recognized $940 in settlement gains

in 2001 primarily associated with the EPR program.
Also, in addition to the net pension cost (benefit)

reported in the table disdosing the components of our
net pension cost (benefit) and the aforementioned EPR

settlement/curtailment gains, we recognized $29 in net
settlement gains in 2002 and $423 in 2001. Net settlement

gains in 2002 include settlement losses during the latter
part of the year, reflecting the continued investment losses

sustained by the plan. We did not recognize any settlement

gains or losses in 2003.
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Our expected long-term rate of return on plan assets of
8.5% for 2003, reflects the average rate of earnings

expected on the funds invested, or to be invested, to
provide for the benefits included in the projected benefit
obligations. We consider many factors that include, but are

not limite_d to historic returns on plan assets, current market
information on long-term returns (e.g., long-term bond
rates) and current and target asset allocations between asset

categories, The target asset allocation is determined based
On consultations with external investment advisors.

As noted above, the projected benefit obligation is the

actuarial present value of all benefits attributed by the

pension benefCc formula to previously rendered employee
service. The calculation of the obligation generally consists

of estimating the amount of retirement income payments in

future years after the employee retires or terminates service
and calculating the present value at the measurement date.

The amount of benefit to be paid depends on a number of
future events incorporated into the pension benefit formula,

including estimates of average life of employees/survivors

and average years of service rendered. It is measured based
on assumptions concerning future interest rates and future

employee compensation levels.
In contrast to the projected benefit obligation, the accu-

mulated benefit obligation represents the actuarial present
value of benefits based on employee service and compensation
as of a certain date and does not include an assumption

about future compensation levels. On a plan-by-plan basis,
if the accumulated benefit obligation exceeds plan assets
and at least this amount has not been accrued, an additional

minimum liability must be recognized, partially offset by an
intangible asset for unrecognized prior service cost, with the
remainder a direct charge to equity net of deferred tax
benefits. These items are included in the third table above

that presents the amounts recognized in our Consolidated
Balance Sheets at December 31. At December 31, 2003 and

2002, for three of our plans, the accumulated benefit

obligation (aggregate balance of $13,724 for 2003 and
$13,289 for 2002) exceeded plan assets (aggregate balance

of $13,016 for 2003 and $11,525 for 2002). Because of our
increased asset returns in 2003, during the fourth quarter

of 2003 we were able to reduce our minimum liability by

$735, which resulted in a direct increase to equity of $341

(net of deferred taxes of $210). In 2002, Our decreased
discount rate and lower asset returns, required us to record

an additional minimum liability of $3,455 anda direct

charge to equity of $1,473 (net of deferred taxes of $904)
in the fourth quarter of 2002. This reclass, while adjusting

equity and comprehensive income, will not affect our
future results of operations or cash flows.

Shown below is a summary of our obligations and the

fair value of plan assets for the years ended December 31,
2003 and 2002.

2003 2002

Projected benefit obligation $27,617 $26,148
Accumulated benefit obligation 25,249 24,223

Fair valu e of plan assel;s 28,154 24,999

During 2003, 2002 and 2001, as part of our workforce

reduction programs, an enhanced retirement program was
offered to eligible Pacific Telesis Group (PTG) nonmanagement

employees. This program offered eligible employees who

voluntarily decided to terminate employment an enhanced

pension benefit and increased eligibility for postretirement
medical, dental and life insurance benefits. Employees that

accepted this offer and terminated employment totaled

approximately 339 before the end of December 31, 2003.
Approximately 3,600 and 1,400 employees terminated
before the end of December 31, 2002 and 2001, respectively.

In addition to the net pension cost (benefit) reported in the
tables above, enhanced pension benefits related to this

program were recognized as anexpense of $42 in 2003,
$456 in 2002, and $164 in 2001.

In September 2003, the Internal Revenue Service (IRS)

increased the interest rate applicable to fourth-quarter

pension plan lump sum calculations from 4.53% to 5.31%.
An increase in the interest rate had a negative impact on

lump sum pension calculations for some of our employees.
We chose to extend the 4.53% pension plan lump sum

benefit payout rate through October 31, 2003. The
extension of the lump sum benefit payout rate was

accounted for as a special termination benefit and

increased our fourth-quarter pension benefit expense

approximately $28 in 2003.
In October 2000, we implemented a voluntary enhanced

pension and retirement program (EPR) to reduce the
number of management employees. Approximately 7,000

of the employees who accepted this offer terminated

employment before December 31, 2000; however, under
the program, approximately 2,400 employees were retained

for up to one year. We recognized $940 in settlement gains

in 2001 primarily associated with the EPR program,
Also, in addition to the net pension cost (benefit)

reported in the table disclosing the components of our

net pension cost (benef_) and the aforementioned EPR
settlement/curtailment gains, we recognized $29 in net

settlement gains in 2002 and $423 in 2001. Net settlement

gains in 2002 include settlement losses during the latter

part of the year, reflecting the continued investment losses
sustained by the plan. We did not recognize any settlement

gains or losses in 2003.
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Target Allocation
2004

Percentage of
Plan Assets at
December 31,

2003 2002

Equity securities
Domestic
International

Debt securities
Real estate
Other

Total

40 /a - 50 /a

12o%%d - 18oio

25/o - 35/o
3'/o - 6'/o

4/o - 7/o

49 /0

17
27
3

100/o

45'/o

15
30

3
7

100'/o

Securities held include SBC common stock of approximately
$6 and $8 and SBC bonds of approximately $2 and $5 at
December 31, 2003 and 2002. Holdings in SBC securities
represented approximately 0.03/o and 0.05/o of total plan
assets at December 31, 2003 and 2002.

At December 31, 2003, benefit payments expected to be
paid for the years 2004 through 2008 were $2,463, $2,224,
$2,290, $2,369 and $2,467 with $13,512 to be paid in the
five years thereafter. These expected benefit payments are
estimated using the same assumptions used in determining
our benefit obligation at December 31, 2003. Because
benefit payments will depend on future employment and

compensation levels, average years employed at SBC and
average life spans, among other factors, changes in any of
these factors could significantly affect these expected
amounts.

Plan assets consist primarily of private and public equity,
government and corporate bonds, index funds and real
estate. We maintain asset allocations to meet ERISA require-
ments. Our principal investment objectives are: to ensure the
availability of funds to pay pension benefits as they become
due under a broad range of future economic scenarios, " to
maximize long-term investment return with an acceptable
level of risk based on our pension obligations; and to be
broadly diversified across and within the capital markets to
insulate asset values against adverse experience in any one
market. Each asset class has a broadly diversified style.
Substantial biases toward any particular investing style or
type of security are avoided by managing the aggregation
of all accounts with portfolio benrhmarks. Asset and benefit
obligation forecasting studies are conducted periodically,
generally every two to three years, or when significant
rhanges have occurred in benefits, participant demographics,
or funded status. Decisions regarding investment policy are
made with an understanding of the effect of asset allocation
on funded status, future contributions and pension expense.
Our current asset allocation policy is based on a forecasting
study conducted in 2002.

Our pension plan weighted-average asset target and
actual allocations, by asset category are as follows:

Postretirement Benefits —We provide certain medical,

dental and life insurance benefits to substantially all retired

employees under various plans and accrue actuarially

determined postretirement benefit costs as active employees
earn these benefits. We maintain Voluntary Employee
Beneficiary Association (VEBA) trusts to partialiy fund these
postretirement benefits; however, there are no ERISA or
other regulations requiring these postretirement benefit
plans to be funded annually.

For postretirement benefit plans, the benefit obligation

is the "accumulated postretirement benefit obligation", the
actuarial present value as of a date of all future benefits
attributed under the terms of the postretirement benefit
plan to employee service rendered to that date.

In January 2004, the FASB issued preliminary guidance
(referred to as FSP FAS 106-1) on how employers should

account for provisions of the recently enacted Medicare

Prescription Drug, Improvement and Modernization Act of
2003 (Medicare Act). The Medicare Act allows employers

who sponsor a postretirement health care plan that provides

a prescription drug benefit to receive a subsidy for the cost
of providing that drug benefit. In order for employers, such

as us, to receive the subsidy payment under the Medicare

Act, the value of our offered prescription drug plan must be
at least equal to the value of the standard prescription drug

coverage provided under Medicar'e Part D. Due to our lower
deductibles and better coverage of drug costs, we believe

that our plan is of greater value than Medicare Part D.
FSP FAS 106-1 permits us to recognize immediately this

subsidy on our financial statements. Accordingly, our
accumulated postretirement benefit obligation decreased by

$1,629, which, because the Medicare Act was enacted in

2003, was calculated using our year end 2002 assumed

discount rate of 6.75/o. Had, at the time of adoption, we
used our year end 2003 assumed discount rate of 6.25/o,
we would have decreased our accumulated postretirement
benefit obligation by $1,888. We accounted for the
Medicare Act as a plan amendment and recorded the
adjustment in the amortization of our liability, from the
date of enactment of the Medicare Act, December 2003.
This decreased our 2003 postemployment benefit expense
approximately $22 and we expect an annual decrease in

prescription drug expense of $250 to $350 in future years.
Our accounting assumes that our plan will continue to
provide drug benefits equivalent to Medicare Part D, that
our plan will continue to be the primary plan for our retirees

and that we will receive the subsidy. We do not expect that
the Medicare Act will have a significant effect on our retirees'

participation in our postretirement benefit plan. Specific
authoritative guidance from the FASB on the accounting for
this federal subsidy is pending and that guidance, when

issued, could require us to change our estimates.
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Plan assets consist primarily of private and public equity,

government and corporate bonds, index funds and real
estate. We maintain asset allocations to meet ERISA require-

ments. Our principal investment objectives are: to ensure the

availability of funds to pay pension benefits as they become
due under a broad range of future economic scenarios; to

maximize long-term investment return with an acceptable
level of risk based on our pension obligations; and to be

broadly diversified across and within the capital markets to
insulate asset values against adverse experience in any one

market. Each asset class has a broadly diversified style.

Substantial biases toward any particular investing style or

type of security are avoided by managing the aggregation
of all accounts with portfolio benchmarks. Asset and benefit

obligation forecasting studies are conducted periodically,
generally every two to three years, or when significant
changes have occurred in benefits, participant demographics,

or funded status. Decisions regarding investment policy are
made with an understanding of the effect of asset allocation

On funded status, future contributions and pension expense.

Our current asset allocation policy is based on a forecasting

study conducted in 2002.
Our pension plan weighted-average asset target and

actual allocations, by asset category are as follows:

Percentage of
Plan Assets at

Target Allocation December 31,
2004 2003 2002

Equity securities
Domestic 40% - 50% 49% 45%

International 12% - 18% 17 15
Debt securities 25% - 35% 27 30

Real estate 3% - 6% 3 3
Other 4% - 7% 4 7

Total 100% 100%

Securities held include SBC common stock of approximately

$6 and $8 and SBC bonds of approximately $2 and $5 at

December 31, 2003 and 2002. Holdings in SBC securities

represented approximately 0.03% and 0.05% of total plan
assets at December 31, 2003 and 2002.

At December 31, 2003, benefit payments expected to be

paid for the years 2004 through 2008 were $2,463, $2,224,

$2,290, $2,369 and $2,467 with $13,512 to be paid in the

five years thereafter. These expected benefit payments are

estimated using the same assumptions used in determining
our benefit obligation at December 31, 2003. Because

benefit payments will depend on future employment and

compensation levels, average years employed at SBC and

average life spans, among other factors, changes in any of
these factors could significantly affect these expected
amounts.

Postretirement Benefits - We provide certain medical,

dental and life insurance benefits to substantially all retired

employees under various plans and accrue actuarially
determined postretirernent benefit costs as active employees
earn these benefits. We maintain Voluntary Employee

Beneficiary Association (VEBA) trusts to partially fund these
postretirement benefits; however, there are no ERISA or

other regulations requiring these postretirement benefit
plans to be funded annually.

For postretirement benefit plans, the benefit obligation
is the "accumulated postretirement benefit obligation", the

actuarial present value as of a date of all future benefits
attributed under the terms of the postretirement benefit

plan to employee service rendered to that dat e.
In January 2004, the FASB issued preliminary guidance

(referred to as FSP FAS 106-1) on how employers should

account for provisions of the recently enacted Medicare
Prescription Drug, Improvement and Modernization Act of

2003 (Medicare Act). The Medicare ACt allows employers

who sponsor a postretirement health care plan that provides
a prescription drug benefit to receive a subsidy for the cost

of providing that drug benefit. In order for employers, such
as us, to receive the subsidy payment Under the Medicare

Act, the value of our offered prescription drug plan must be

at least equal to the value of the standard prescription drug
coverage provided under Medicare Part D. Due to our lower

deductibles and better coverage of drug costs, we believe

that our plan is of greater value than Medicare Part D.
FSP FAS 106-1 permits us to recognize immediately this

subsidy on our financial statements. Accordingly, our
accumulated postretirement benefit obligation decreased by
$1,629, which, because the Medicare Act was enacted in

2003, was calculated using our year end 2002 assumed
discount rate of 6.75%. Had, at the time of adoption, we

used our year end 2003 assumed discount rate of 6.25%,
we would have decreased our accumulated postretirement

benefit obligation by $1,888. We accounted for the

Medicare Act as a plan amendment and recorded the
adjustment in the amortization of our liability, from the
date of enactment of the Medicare Act, December 2003.

This decreased our 2003 postemployment benefit expense

approximately $22 and we expect an annual decrease in

prescription drug expense of $250 to $350 in future years.
Our accounting assumes that our plan will continue to

provide drug benefits equivalent to Medicare Part D, that

our plan will continue to be the primary plan for our retirees
and that we will receive the subsidy. We do not expect that

the Medicare Act will have a significant effect on Our retirees'

participation in our postretirement benefit plan. Specific

authoritativ e guidance from the FASB on the accounting for
this federal subsidy is pending and that guidance, when

issued, could require us to change our estimates.
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The following table presents a reconciliation of the
beginning and ending balances of the benefit obligation
and shows the change in the accumulated postretirement
benefit obligation for the years ended December 31:

The following table presents the components of postretirement

benefit cost recognized in our Consolidated Statements of
Income (gains are denoted with brackets and losses are not):

Benefit obligation at beginning of year
Service cost —benefits earned

during the period
Interest cost on accumulated

postretirement benefit obligation
Medicare Act initial recognition
Amendments
Actuarial loss
Special termination benefits
Benefits paid

Benefit obligation at end of year

378 293

1,602
(1,629)

(53)
3,552

2
(1,185)

1,430

(1,110)
4,932

30
(1,151)

$27,231 $24,564

2003 2002

$24,564 $20,140

2003 2002 2001

Service cost —benefits earned
during the period $ 378

Interest cost on accumulated
postretirement benefit obligation 1,602

Expected return on assets (525)
Amortization of prior service

cost (benefit) (122)
Recognized actuarial (gain) loss 413

$ 293 $ 256

1 430 1 316
(689) (665)

(28) 94
49 13

Postretirement benefit cost' $1,746 $1,055 $1,014

'During 2003, the Medicare Act reduced postretirement benefit cost by $22. This

effect Is Induded in several line items above.

In early 2004, nonmanagement retirees were notified of
medical coverage changes that will become effective on
January 1, 2005. These changes include adjustments to
co-pays and deductibles for prescription drugs and a choice
of medical plan coverage between the existing plans, including

monthly contribution provisions or a plan with, higher co-pays
and deductibles but no required monthly contribution from
the retiree during 2005. We expect this change to reduce
the benefit obligation in the range of $2,000 to $3,500
in 2004.

The following table sets forth the change in the value

of plan assets for the years ended December 31, the plans'

funded status at December 31 and the accrued postretirement
benefit obligation liability recognized in our Consolidated
Balance Sheets at December 31:

Fair value of plan assets at
beginning of year

Actual return on plan assets
Employer contribution'
Benefits paid

2003 2002

$4,917 $6,275
1,167 (802)
1.312 3
(429) (559)

Fair value of,plan assets at end of year2 $6,967 $4,917

Unfunded status (fair value of plan
assets less benefit obligation)3

Unrecognized prior service cost (benefit)
Unrecognized net loss

$(20,263) $(19,647)
(2,664) (1,109)
12,788 10,335

Accrued postretirement benefit obligation $(10,139)' $(10,421)

'2003 inrludes reimbursements from a VEBA trust to us of $167 for qualified daims

paid by us. At the time of reimbursement we made a contribution of $167 to a
different VEBA.

2Plan assets include SBC common stock of $5 at December 31, 2003 and 2002.
s(Unfundec0 funded status is not indicative of our ability to pay ongoing
postretlrement benefits. As noted above, while many companies do not, we
maintain trusts to partially fund these postretirement benefits; however, there
are no ERISA or other regulations requiring these postretirement benefit plans
to be funded annually.

Increase (decrease) in total
of service and interest
cost components

Increase (decrease) in

accumulated postretirement
benefit obligation

$301 $ (239)

3,346 (2,731)

We used the same significant assumptions for the discount

rate, long-term rate of return on plan assets and composite
rate of compensation increase used in calculating the
accumulated postretirement benefit obligation and related
postretirement benefit costs that we used in developing the
pension information. The reduction in the discount rate at
December 31, 2003 and 2002 resulted in an increase in our

postretirement benefit obligation of approximately $1,800
and $2,062, respectively. Should actual experience differ from

the actuarial assumptions, the accumulated postretirement
benefit obligation and postretirement benefit cost would be
affected in future years.

The fair value of plan assets allocated to the payment of life

insurance benefits was $535 and $516 at December 31, 2003
and 2002. At December 31, 2003 and 2002, the accrued life

insurance benefits included in the accrued postretirement
benefit obligation were $1,059 and $943.

In addition to the postretirement benefit cost reported
in the table above, enhanced benefits related to the PTG

nonmanagement early retirement program were. recognized
~ as an expense of $2, $30 and $9 in 2003, 2002 and 2001

The medical cost trend rate in 2004 is 9.0% for retirees 64
and under and 10.0% for retirees 65 and over, trending to
an expected increase of 5.0% in 2009 for all retirees, prior to
adjustment for cost-sharing provisions of the medical and

dental plans for certain retired employees. The assumed

dental cost trend rate in 2004 is 5.0%.A one percentage-
point change in the assumed combined medical and dental

cost trend rate would have the following effects:

One Percentage- One Percentage-

Point Increase Point Decrease
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The following table presents a reconciliation of the

beginning and ending balances of the benefit obligation
and shows the change in the accumulated postretirement

benefit obligation for the years ended December 31:

2003 2002

$24,564 $20,140

378 293

1,602 1,430
(1,629) --

(53) (1,110)
3,552 4,932

2 30

(1,185) (1,1.51)

Benefit obligation at beginning of year
Service cost - benefits earned

during the period
Interest cost on accumulated

postretirement benefit obligation
Medicare Act initial recognition
Amendments

Actuarial loss

Special termination benefits

Benefits paid

Benefit obligation at end of year $27,231 $24,564

In early 2004, nonmanagement retirees were notified of
nedical coverage changes that will become effective on

January 1, 2005. These changes include adjustments to

co-pays and deductibles for prescription drugs and a choice
of medical plan coverage between the existing plans, including

monthly contribution provisions or a plan withhigher co-pays
and deductibles but no required monthly contribution from

the retiree during 2005. We expect this change to reduce
the benefit obligation in the range of $2,000 to $3,500
in 2004.

The following table sets forth the change in the value

of plan assets for the years ended December 31, the plans'
funded status at December 31 and the accrued postretirement

benefit obligation liability recognized in our Consolidated
Balance Sheets at December 31:

2003 2002

Fair value of plan assets at

beginning of year $ 4,917 $ 6,275
Actual return on plan assets 1,167 (802)

Employer contri bution 1 1,312 3
Benefits paid (429) (559)

Fair value of.plan assets at end of year 2 $ 6,967 $ 4,917

Unfunded status (fair Value of plan

assets less benefit obligation) 3 $(20,263) $(19,647)

Unrecognized prior service cost (benefit) (2,664) (!,109)
Unrecognized net loss 12,788 10,335

Accrued postretirement benefit obligation $(10,139) $(10,421)

12003 Includes reimbursements from a VEBA trust to us of $167 for qualified daims
paid by us. At t_e time of reimbursement we made a contribution of $167 to a
different VEBA.

• 2Plan assets include SBC common stock of $5 at December 31, 2003 and 2002.

3(Unfundecl) funded status is not indicative of our ability to pay ongoing
postretlrement benefits. As noted above, while many companies do not_ we
maintain trusts to partially fund these postretirement benef'ds; however, there

al'e no ERISA or other regulations requiring these postretirement benefit plans
to be funded annually.

The following table presents the components of postretirement

benefit cost recognized in our Consolidated Statements of
Income (gains are denoted with brackets and losses are not):

"'" 2003 2002 2001

Service cost - benefits earned

during the period $ 378 $ 293 $ 256
Interest cost on accumulated

postretirement benefit obligation 1,602 1,430 1,316
Expected return on assets (525) (689) (665)

Amortization of prior service
cost (benefit) (122) (28) 94

Recognized actuarial (gain) loss 413 49 13

Postretirement benefit cost1 $1,746 $1,055 $1,014

1Dudng 2003, the Medicare Act reduced postretirement benefit cnst by $22. This
effect is Included in several line Items above.

The fair value of plan assets allocated to the payment of life

insurance benefits was $535 and $516 at December 31, 2003
and 2002. At December 31, 2003 and 2002, the accrued life

insurance benefits included in the accrued postretirement

benefit obligation were $1,059 and $943.
In addition to the postretirement benefit cost reported

in the table above, enhanced benefits related to the PTG

nonmanagement early retirement program were_recognized

as an expense of $2, $30 and $9 in 2003, 2002 and 2001.
The medical cost trend rate in 2004 is 9.0% for retirees 64

and under and 10.0% for retirees 65 and over, trending to

an expected increase of 5.0% in 2009 for all retirees, prior to

adjustment for cost-sharing provisions of the medical and
dental plans for certain retired employees. The assumed
dental cost trend rate in 2004 is 5.0%. A one percentage-

point change in the assumed combined medical and dental
cost trend rate would have the following effects:

One Percentage- One Percentage-
Point Increase Point Decrease

Increase (decrease) in total
of service and interest

cost components $ 301

Increase (decrease) in

accumulated postretirement
benefit obligation 3,346

$ (239)

(2,731)

We used the same significant assumptions for the discount

rate, long-term rate of return on plan assets and composite

rate of compensation increase used in calculating the

accumulated postretirement benefit obligation and related

postretirement benefit costs that we used in developing the

pension information. The reduction in the discount rate at
December 31, 2003 and 2002 resulted in an increase in our

postretirement benefit obligation of approximately $1,800
and $2,062, respectively. Should actual experience differ from

the actuarial assumptions, the accumulated postretirement
benefit obligation and postretirement benefit cost would be

affected in future years.
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For the majority of our labor contracts that contain an
annual dollar value cap for the purpose of determining
contributions required from nonmanagement retirees, we
have waived the cap during the relevant contract periods
and thus not collected contributions from those retirees.
Therefore, in accordance with the substantive plan provisions

required in accounting for postretirement benefits under
GAAP, through 2003, we did not account for the' cap in the
value of our accumulated postretirement benefit obligation
(i.e., we assumed the cap would be waived for all future
contract periods). if we had accounted for the cap as written
in the contracts, our postretirement benefit cost would have
been reduced by $884, $606 and $476 in 2003, 2002 and
2001. As noted above, the letters sent to nonmanagement
retirees informed them of changes in medical coverage
beginning in 2005. We anticipate the changes will reduce
postretirement benefit cost in the range of $300 to $600
during 2004.

Plan assets consist primarily of private and public equity,
government and corporate bonds and index funds. Our

principal investment objectives are: to ensure the availability

of funds to pay postretirement benefits as they become
due under a broad range of future economic scenarios; to
maximize long-term investment return with an acceptable
level of risk; and to be broadly diversified across and within

the capital markets to insulate asset values against adverse
experience in any one market.

Our postretirement benefit plan weighted-average
asset target and actual allocations, by asset category are
as follows:

Target Allocation
2004

Percentage of
Plan Assets at
December 31,

2003 2002

Equity securities
Domestic'
international

Debt securities
Real estate
Other

Total

50% - 60%
15% - 25
20% - 30%

none
0% - 10%

45%
16
28

100%

58%
16
24

100%

rAt December 31,2003, Domestic equity securities did not indude the funds from
our late December 2003 voluntary VEBA contribution. Dur subsequent investment
in January 2004 resulted In an allocation within the target range.

Securities held include SBC common stock of approximately

$5, or 0.07% of plan assets, and $5, or 0.1% of plan assets,
at December 31, 2003 and 2002.

While not required, we voluntarily contributed $445 and
$700 to the VEBA trusts to partially fund postretirement
benefits in the first and fourth quarters of 2003, respectively.
We are currently considering a voluntary contribution of
assets, which may include cash and/or other investments of
$1,000 or more.

Net pension cost (benefit)
Postretirement benefit cost

$89 $(1,137) $(1,450)
1,746 1,055 1,014

Combined net pension and
postretirement cost (benefit) $1,835 $ (82) $ (436)

Our combined net pension arid postretirement benefit
decreased in 2003 primarily due to net investment losses and

pension settlement gains recognized in 2002 and previous

years, which reduced the amount of unrealized gains
recognized in 2003. (Under GAAP, if lump sum benefits paid

from a plan to employees upon termination or retirement
exceed required thresholds, we recognize a portion of
previously unrecognized pension gains or losses attributable
to that plan's assets and liabilities. Until 2002, we had

unrecognized net gains, primarily because our actual
investment returns exceeded our expected investment
returns. During 2002, we made lump sum benefit payments in

excess of the GAAP thresholds, resulting in the recognition
of net gains, referred to as "pension settlement gains". )

The following four other factors also increased our
combined net pension and postretirement cost in 2003:

~ Our decision to lower our expected long-term rate of
return on plan assets from 9.5% to 8.5% for 2003,
based on our long-term view of future market returns,

increased costs approximately $343.
~ The reduction of the discount rates used to calculate

service and interest cost from 7.5% to 6.75%, in

response to lower corporate bond interest rates,
increased this cost approximately $163.

~ Higher-than-expected medical and prescription drug

claims increased expense approximately $152.
~ We increased the assumed medical cost trend rate in

2003 from 8.0% to 9.0% for retirees 64 and under and

from 9.0% to 10.0% for retirees 65 and over, trending
to an expected increase of 5.0% in 2009 for all retirees,

prior to adjustment for cost-sharing provisions of the
medical and dental plans for certain' retired employees,
in response to rising claim costs. This increase in the
medical cost trend rate increased our combined net
pension and postretirement cost approximately $187.

At December 31, 2003, benefit payments expected to be
paid for the years 2004 through 2008 were $1,341, $1,443,
$1,475, $1,567 and $1,651 with $9,235 to be paid in the five

years thereafter. These expected benefit payments are esti-

mated using the same assumptions used in determining our
benefit obligation at December 31, 2003. Because benefit

payments will depend on future employment and compen-

sation levels, average years employed at SBC and average
life spans, among other factor's, changes in any of these
factors could significantly affect these expected amounts.

Combined Net Pension and Postretirement Cost
(Benefit) —The following table combines net pension

- cost (benefit) with postretirement benefit cost (gains are
denoted with parentheses and losses are not):

2003 2002 2001
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For the majority of our labor contracts that contain an
annual dollar value cap for the purpose of determining

contributions required from nonmanagement retirees, we
have waived the cap during the relevant contract periods
and thus not collected contributions from those retirees.

Therefore, in accordance with the substantive plan provisions

required in accounting for postretirement benefits under

GAAP, through 2003, we did not account for the_cap in the
value of our accumulated postretirement benefit obligation

(i.e., we assumed the cap would be waived for all future
contract periods), if we had accounted for the cap as written

in the contracts, our postretirement benefit cost would have
been reduced by $884, $606 and $476 in 2003, 2002 and
2001. As noted above, the letters sent to nonmanagement

retirees informed them of changes in medical coverage

beginning in 2005. We anticipate the changes will reduce
postretirement benefit cost in the range of $300 to $600

during 2004.
Plan assets consist primarily of private and public equity,

government and corporate bonds and index funds. Our

principal investment objectives are: to ensure the availability
of funds to pay postretirement benefits as they become
due under a broad range of future economic scenarios; to

maximize long-term investment return with an acceptable
level of risk; and to be broadly diversified across and within

the capital markets to insulate asset values against adverse

experience in any one market.
Our postretirement benefit plan weighted-average

asset target and actual allocations, by asset category are
as follows:

Percentage of
Plan Assetsat

Target AIIocation December 31,
2004 2003 2002

Equity securities
Domestic 1 50% - 60% 45% 58%

International 15% - 25% 16 16

Debt securities 20% - 30% 28 24
Real estate none --

Other 0% - 10% 11 2

Total 100% 100%

tAt December31,2003,Domesticequitysecuritiesdidnot Indudethe fundsfrom
ourlate December2003voluntaryVEBAcontribution.OursubsequentInve_ment
inJanuary2004resultedInanallocationwithinthe targetrange.

Securities held include SBC common stock of approximately

$5, or 0.07% of plan assets, and $5, or 0.1% of plan assets,
at December 31,2003 and 2002.

While not required, we voluntarily contributed $445 and

$700 to the VEBA trusts to partially fund postretirement
benefits in the first and fourth quarters of 2003, respe_ively.

We are currently considering a voluntary contribution of

assets, which may include cash and/or other investments of
$1,000 or more.

At December 31, 2003, benefit payments expected to be

_aid for the years 2004 through 2008 were $I,341, $1,443,

$1,475, $1,567 and $1,651 with $9,235 to be paid in the five

years thereafter. These expected benefit payments are esti-
mated using the same assumptions used in determining our

benefit obligation at December 3 I, 2003. Because benefit

payments will depend on future employment and compen-
sation levels, average years employed at SBC and average

life spans, among other factors, changes in any of these
factors could significantly affect these expected amounts.

Combined Net Pension and Postretirement Cost

(Benefit) - The following table combines net pension

cost (benefit) with postretirement benefit cost (gains are
denoted with parentheses and losses are not):

2003 2002 2001

Net pension cost (benefit) $ 89 $(I,137) $(I,450)
Postretirement benefit cost 1,746 1,055 1,014

Combined net pension and
" postretirement cost (benefit) $1,835 $ (82) $ (436)

Our combined net pension and postretirement benefit

decreased in 2003 primarily due to net investment losses and

pension settlement gains recognized in 2002 and previous

years, which reduced the amount of unrealized gains
recognized in 2003. (Under GAAP, if lump sum benefits paid
from a plan to employees upon termination or retirement

exceed required thresholds, we recognize a portion of

previously unrecognized pension gains or losses attributable
to that plan's assets and liabilities. Until 2002, we had

unrecognized net gains, primarily because our actual
investment returns exceeded our expected investment

returns. During 2002, we made lump sum benefit payments in
excess of the GAAP thresholds, resulting in the recognition

of net gains, referred to as "pension settlement gains".)

The following four other factors also increased our
combined net pension and postretirement cost in 2003:

• Our decision to lower our expected long-term rate of

return on plan assets from 9.5% to 8.5% for 2003,
based on our long-term view of future market returns,

increased costs approximately $343.
• The reduction of the discount rates used to calculate

service and interest cost from 7.5% to 6.75%, in

response to lower corporate bond interest rates,
increased this cost approximately $163=

• Higher-than-expected medical and prescription drug

claims increased expense approximately $152.
• We increased the assumed medical cost trend rate in

2003 from 8.0% to 9.0% for retirees 64 and under and

from 9.0% to 10.0% for retirees 65 and over, trending

to an expected increase of 5.0% in 2009 for all retirees,

prior to adjustment for cost-sharing provisions of the
medical and dental plans for certairi retired employees,

in response to rising claim costs. This increase in the
medical cost trend rate increased our combined net

pension and postretirement cost approximately $187.
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As a result of this increase in our combined net pension
and postretirement cost, we have taken steps to implement
additional cost controls. To offset some of the increases in
medical costs mentioned above, in January 2003, we
implemented cost-saving design changes in our management
health plans including increased participant contributions
for health coverage and increased prescription drug co-
payments. These changes reduced our postretirement cost
approximately $229 in 2003.

As pre'viously discussed, in early 2004, the majority of
nonmanagement retirees were informed of medical coverage
changes. Retirees have the option of continuing coverage on
their current plan, with the cap enforcement, or opting for
coverage on an alternative plan with no required monthly
contribution from the retiree during 2005. We expect this
change to reduce 2004 expenses in the range of $300 to
$600 and the projected benefit obligation in the range of
$2,000 to $3,500.

While we will continue our cost-cutting efforts discussed
above, certain factors, such as investment returns, depend
la'rgely on trends in the U.S. securities markets and the
general U.S. economy, and we cannot control these factors.
In particular, uncertainty in the securities markets and U.S.
economy could result in investment volatility and significant
changes in plan assets, which under GAAP we will recognize
over the next several years. As a result of these economic
impacts and assumption changes discussed above, we expect
a combined net pension and postretirement cost of between
$1,000 and $1,400 in 2004. Approximately 10% of these
costs will be capitalized as part of construction labor,
providing a small reduction in the net expense recorded.
Additionally, should actual experience differ from actuarial
assumptions, combined net pension and postretirement cost
would be affected in future years.

The weighted average expected return on assets
assumption, which reflects our view of long-term returns,
is one of the most significant of the weighted average
assumptions used to determine our actuarial estimates of
pension and postretirement benefit expense. Based on our
long-term expectation of market returns in future years, our
long-term rate of return on plan assets is 8.5% for 2004.
If all other factors were to remain unchanged, we expect a
1% decrease in the expected long-term rate of return would
cause 2004 combined pension and postretirement cost to
increase approximately $408 over 2003 (analogous change
would result from a 1% increase).

Under GAAP, the expected long-term rate of return is

calculated on the market-related value of assets (MRVA).
GAAP requires that actual gains and losses on pension and
postretirement plan assets be recognized in the MRVA

equally over a period of not more than five years. We use a

methodology, allowed under GAAP, under which we hold the
IVIRVA to within 20% of the actual fair value of plan assets,
which can have the effect of arcelerating the recognition
of excess actual gains and losses into the MRVA to less

than five years. Due to investment losses on plan assets
experienced in recent years, this methodology contributed

approximately $605 to our combined net pension and
postretirement cost in 2003 as compared with not using this

methodology. This methodology did not have a significant
effect on our 2002 or 2001 combined net pension and
postretirement benefit as the MRVA was almost equal to the
fair value of plan, assets. Largely due to investment returns in

2003, we do not expect this methodology to have a significant

impact in our combined net pension and postretirement
costs in 2004.

Supplemental Retirement Plans —We also provide
senior- and middle-management employees with nonqualified,
unfunded supplemental retirement and savings plans. These
plans include supplemental pension benefits as well as
compensation deferral plans, some of which include a
corresponding match by us based on a percentage of the
compensation deferral. Expenses related to these plans were
$142, $142 and $166 in 2003, 2002 and 2001. Liabilities of
$1,718 and $1,629 related to these plans have been included

in Other noncurrent liabilities" on our Consolidated
Balance Sheets at December 31, 2003 and 2002.

NOTE 11.EMPLOYEE STOCK OWNERSHIP PLANS (ESOP)

We maintain contributory savings plans that cover substan-
tially all employees. Under the savings plans, we match a
stated percentage of eligible employee contributions, .
subject to a specified ceiling.

We extended the terms of certain ESOPs through previous
internal refinancing of the debt, which resulted in approxi-
mately 75 million of allocated SBC shares and significantly
less than 1 million unallocated SBC shares remaining in

one of those ESOPs at December 31, 2002. This internal
refinancing of ESOP debt was paid off in December 2002
with our matching contributions to the savings plan, dividends

paid on SBC shares and interest earned on funds held by the
ESOPs. There were no debt-financed SBC shares held by the
ESOPs, allocated or unallocated, at December 31, 2003.

In 2003, our match of employee contributions to the
savings plans was fulfilled with purchases of SBC's stock on
the open market. Prior to December 31, 2002, our match of
employee contributions to the savings plan was fulfilled
with shares of stock purchased with the proceeds of an ESOP

note and the purchases of SBC's stock in the open market.
Shares purchased with the proceeds of an ESOP note were
released for allocation to the accounts of employees as

employer-matching contributions were earned by participants
and paid to the ESOP by us. In 2003, the benefit cost was
based on the cost of shares allocated to participating
employees' accotlnts. Prior to December 31, 2002, benefit
cost was based on a combination of the contributions to the
savings plans and the cost of shares allocated to participating
employees' accounts. Prior to December 31, 2002, both
benefit cost and interest expense on the ESOP notes were
reduced by dividends on SBC's shares held by the ESOPs and
interest earned on the ESOPs' funds.
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As a result of this increase in our combined net pension

and postretirement cost, we have taken steps tO implement
additional cost controls. To offset some of the increases in

medical costs mentioned above, in January 2003, we

implemented cost-saving design changes in our management
healtil plans including increased participant contributions

for health coverage and increased prescription drug co-

payments. These changes reduced our postretirement cost
approximately $229 in 2003.

As previously discussed, in early 2004, the majority of

nonmanagement retirees were informed Qf medical coverage

changes. Retirees have the option of continuing coverage on
their current plan, with the cap enforcement, or opting for

coverage on an alternative plan with no required monthly
contribution from the retiree during 2005. We expect this

change to reduce 2004 expenses in the range of $300 to

$600 and the projected benefit obligation in the range of
$2,000 to $3,500.

While we will continue our cost-cutting efforts discussed
above, certain factors, such as investment returns, depend

largely on trends in the U.S. securities markets and the

general U.S. economy, and we cannot control these factors.
In particular, uncertainty in the securities markets and U.S.

economy could result in investment volatility and significant

changes in plan assets, which under GAAP we will recognize
over the next several years. As a result of these economic

impacts and assumption changes discussed above, we expect
a combined net pension and postretirement cost of between
$1,000 and $t,400 in 2004. Approximately 10% of these

costs will be capitalized as part of construction labor,
providing a small reduction in the net expense recorded.

Additionally, should actual experience differ from actuarial
assumptions, combined net pension and postretirement cost

would be affected in future years.
The weighted average expected return on assets

assumption, which reflects our view of long-term returns,

is one of the most significant of the weighted average
assumptions used to determine our actuarial estimates of

pension and postretirement benefit expense. Based on our

long-term expectation of market returns in future years, our

long-term rate of return on plan assets is 8.5% for 2004.
If all other factors were to remain unchanged, we expect a

1% decrease in the expected long-term rate of return would

cause 2004 combined pension and postretirement cost to

increase approximately $408 over 2003 (analogous change
would result from a 1% increase).

Under GAAP, the expected long-term rate of return is
calculated on the market-related value Of assets (MRVA).

GAAP requires that actual gains and losses on pension and
postretirement plan assets be recognized in the MRVA

equally over a period of not more than five years. We use a

methodology, allowed under GAAP, under which we hold the
MRVA to within 20% of the actual fair value of plan assets,

which can have the effect of accelerating the recognition

of excess actual gains and losses into the MRVA to less

than five years. Due to investment losses on plan assets
experienced in recent years, this methodology contributed

approximately $605 to our combined net pension and
postretirement cost in 2003 as compared with not using this

methodology. This methodology did not have a significant
effect on our 2002 or 2001 combined net pension and

postretirement benefit as the MRVA was almost equal to the

fair value of plan\assets. Largely due to investment returns in
2003, we do not expect this methodology to have a significant
impact in our combined net pension and postretirement
costs in 2004.

Supplemental Retirement Plans = We also provide
senior- and middle-management employees with nonqualified,
unfunded supplemental retirement and savings plans. These

plans include supplemental pension benefits as well as

compensation deferral plans, some of which include a

corresponding match by us based on a percentage of the
compensation deferral. Expenses related to these plans were
$142, $142 and $166 in 2003, 2002 and 2001. Liabilities of

$1,718 and $1,629 related to these plans have been included
in "Other noncurrent liabilities" on our Consolidated

Balance Sheets at December 31, 2003 and 2002.

NOTE 11. EMPLOYEE STOCK OWNERSHIP PLANS (ESOP)

We maintain contributory savings plans that cover substan-

tially all employees. Under the savings plans, we match a
stated percentage of eligible employee contributions,

subject to a specified ceiling.
We extended the terms of certain ESOPs through previous

internal refinancing of the debt, which resulted in approxi-

mately 75 million of allocated SBC shares and significantly
less than 1 million unallocated SBC shares remaining in
one of those ESOPs at December 31, 2002. This internal

refinancing of ESOP debt was paid off in December 2002
with our matching contributions to the savings plan, dividends

paid on SBC shares and interest earned on funds held by the
ESOPs. There were no debt_financed SBC shares held by the

ESOPs, allocated or unallocated, at December 31, 2003.

In 2003, our match of employee contributions to the

savings plans was fulfilled with purchases of SBC's stock on

the open market. Prior to December 31, 2002, our match of

employee contributions to the savings plan was fulfilled
with shares of stock purchased with the proceeds of an ESOP

note and the purchases of SBC's stock in the open market.

Shares purchased with the proceeds of an ESOP note were
released for allocation to the accounts of employees as

employer-matching contributions were earned by participants

and paid to the ESOP by us. In 2003, the benefit cost was

based on the cost of shares allocated to participating
employees' accounts. Prior to December 31, 2002, benefit
cost was based on a combination of the contributions to the

savings plans and the cost of shares allocated to participating

employees' accounts. Prior to December 31, 2002, both

benefit cost and interest expense on the ESOP notes were
reduced by dividends on SBC's shares held by the ESOPs and
interest earned on the ESOPs' funds.
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Information related to the ESOPs and the savings plans is
summarized below:

2003 2002 2001

The compensation cost that has been charged against
income for these plans and our other stock-based
compensation plans is as follows:

Benefit expense —net of
dividends andinterest income, $300 $216 $'I85

Total expense $300 $216 $185

Companycontributions for ESOPs $ — $165 $177

Dividends and interest income
for debt service

Stock option expense
under FAS 123

Mark-to-market effect
on dividend equivalents

Other

Total

2003 2002 2001

$183 $390 $380

4 (36) (33)
57 19 33

$244 $373 $380

NOTE 12. STOCK-BASED COMPENSATION

Under. 'our various plans, senior and other management and
nonmanagement employees and nonemployee directors
have received stock options, performance stock units and

'

. other nonvested stock units. Stock-options issued through
December 31, 2003 carry exercise prices equal to the market
price of the stock at the date of grant and have maximum
terms ranging from five to ten years. Beginning in 1994and
ending in 1999,certain Ameritech employees were awarded
grants of nonqualified stock options with dividend equivalents.
Depending upon the grant„vesting of stock options may
occur up to five years from the date of grant, with most
options vesting on a graded basis over three years (1/3 of
the grant vests after one year, another 1/3 vests after two
years and the final 1/3 vests after three years from the grant
date). Performance stock units are granted to key employees
based upon the common stock price at the date of grant
and are awarded in the form of common stock and cash at
the end of a two- or three-year period, subject to the
achievement of certain performance goals. Nonvested stock
units are valued at the market price of the stock at the date
of grant and vest over a three- to five-year period. As of
December 31, 2003, we were authorized to issue up to 80
million shares of stock (in addition to shares that may be
issued upon exercise of outstanding options or upon vesting
of performance stock units or other nonvested stock units)
to officers, employees and directors pursuant to these
various plans.

We use an accelerated method of recognizing compensa-
tion cost for fixed awards with graded vesting, which
essentially treats the grant as three separate awards, with
vesting periods of 12, 24 and 36 months for those that vest
over three years. As noted above, a majority of our options
vest over three years and for those we recognize approximately
61 /o of the associated compensation expense in the first
year, 28/e in the second year and the remaining 11/0 in the
third year. As allowed by FAS 123, we accn&e compensation
cost as if all options granted subject only to a service
requirement are expected to vest The effects of actual
forfeitures of unvested options are recognized (as a
reversal of expense) as they occur.

Outstanding at /anuary 1, 2001
Granted
Exercised
Forfeited/Expired

Outstanding at December 31, 2001
(109 exercisable at weighted-average
price of $32.36)

Granted
Exercised

Forfeited/Expired

Outstanding at December 31, 2002
(154 exercisable at weighted-average
price of $36.48)

Granted
Exercised
Forfeited/Expired

Outstanding at December 31,2003
(181 exercisable at weighted-average
price of $37.66)

156 $33.53
76 43.41

(13) 24.41

(12) 43.09

207 37.21
36 35.50
(7) 20.80
(7) 41.20

229 37.31
15 24.71
(6) 19.64
(7) 37.09

231 $36.94

The estimated fair value of the options when granted is

amortized to expense over the options' vesting period. The
weighted-average, fair value of each option granted during
2003, 2002 and 2001 was $3.88, $6.57 and $8.37.The fair
value for these options was estimated at the date of grant,
using a Black-Scholes option pricing model with the following
weighted-average assumptions used for grants in 2003, 2002
and 2001: risk-free interest rate of 3.64/0, 4.330/0 and 4.51 /0,'

dividend yield of 4AO/o, 3.04/0 and 2.37/ei expected volatility
factor of 22/0, 23 /e and 24/0, and expected option iife of
6.7, 4/4 and 4.0 years.

Information related to options is summarized below
(shares in millions):

Weighted-
Average

Number Exercise Price
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InformationrelatedtotheESOPsandthesavingsplansis
summarizedbelow:

2003 2002 2001

Benefit expense - net of
dividends and interest income _$300 $216 $185

Total expense $300 $216 $185

Company contributions for ESOPs $ -- $165 $177

Dividends and interest income
for debt service $ -- $ 8 $ 58

NOTE 12. STOCK-BASED COMPENSATION

Under'our various plans, senior and other management and
nonmanagement employees and nonemployee directors
have received stock options, performance stock units and '

. other nonvested stock units. Stock options issued through
December 31, 2003 carry exercise prices equal to the market

price of the stock at the date of grant and have maximum

terms ranging from five to ten years. Beginning in 1994 and
ending in 1999, certain Ameritech employees were awarded

grants of nonqualified stock options with dividend equivalents.

Depending upon the grant, vesting of stock options may
occur up to five years from the date of grant, with most

options vesting on a graded basis Over three years (t/3 of
the grant vests after one year, another i/3 vests after two

years and the final 1/3 vests after three years from the grant
date). Performance stock units are granted to key emp!oyees

based upon the common stock price at the date of grant
and are awarded in the form of common stock and cash at

the end of a twO- or three-year period, subject to the
achievement of certain performance goals. Nonvested stock

units are valued at the market price of the stock at the date

of grant and vest over a three- to five-year period. As of
December 31, 2003, we were authorized to issue up to 80
million shares of stock (in addition to shares that may be

issued upon exercise of outstanding options or upon vesting

of performance stock units or other nonvested stock units)
to officers, employees and directors pursuant to these

various plans.
We use an accelerated method of recognizing compensa-

tion Cost for fixed awards with graded vesting, which

essentially treats the grant as three separate awards, with

vesting periods of 12, 24 and 36 months for those that vest
over three years. As noted above, a majority of our options

vest over three years and for those we recognize approximately
61% of the associated compensation expense in the first

year, 28% in the second year and the remaining 11% in the
third year. As allowed by FAS 123, we accrue compensation
cost as if all options granted subject only to a service

requirement are expected to vest. The effects of actual
forfeitures of unvested options are recognized (as a

reversal of expense) as they occur.

The compensation cost that has been charged against

income for these plans and our other stock-based

compensation plans is as follows:

2003 2002 2001

Stock option expense
under FAS 123 $183 • $390 $380

Mark-to-market effect
on dividend equivalents 4 (36) (33)

Other 57 19 33

Total $244 $373 $380

The estimated fair value of the options when granted is

amortized to expense over the options" vesting period. The

weighted-average, fair value of each option granted during
2003, 2002 and 2001 was $3.88, $6.57 and $8.37. The fair
value for th_se options was estimated at the date Of grant,

using a Black-Scholes option prising model with the fol!owing
weighted-average assumptions used for grants in 2003, 2002
and 2001: risk-free interest rate of 3.64%, 4.33% and 4.51%;

dMdend yield of 4.40%, 3.04% and 2.37%; expected volatility
factor of 22%, 23% and 24%; and expected option life of

6.7, 4.4 and 4.0 years.
Information related to options is summarized below

(shares in millions):

Weighted-
Average

Number Exercise Price

Outstanding at January 1, 2001 156 $33.53
Granted 76 43.41

Exercised (13) 24.41

I:orfeited/Expired (12) 43.09

Outstanding at December 31, 2001

(109 exercisable at weighted-average

price of $32.36)
Granted

Exercised

Forfeited/Expired

207 37021

36 35.50

(7) 20.80

(7) 41.20

Outstanding at December 31, 2002

(154 exercisable at weighted-average

price of $36.48)
Granted

Exercised

Forfeited/Expired

Outstanding at December 31, 2003

(181 exercisable at weighted-average

price of $37.66)

229 37.31

15 24.71

(_ 19.64

_) 37.09

231 $36.94
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Information related to options outstanding at December 31,
2003:

Exerc3se Price Range

$14.62-
$17.49

$17.50- $30.00- $35.50-
$29.99 $35A9 $58.88

$15.57 $24.66 $33.97 $41.57
$15.57 $24.65 $33.97 $42.48

As of December 31, additional shares available under stock
options with dividend equivalents were approximately
1 million in 2003, 2002 and 2001.

Additionally, during 2003, 2002 and 2001, performance
stock (performance shares) units and other nonvested units
of 2,942,591, 937,094 and 727,046 were issued with a
weighted-average, grant-date fair value of $24A4, $3530
and $46.63.

NOTE 13. SHAREOWNERS' EQUITY

From time to time, we repurchase shares of common stock
for distribution through our employee benefit plans or in
connection with certain acquisitions. In December 2003, the
Board of Directors authorized the repurchase of up to 350
million shares of SBC common stock. This replaced previous
authorizations from November 2001 and January 2000 that
combined for up to 200 million shares. As of December 31,
2003, we had repurchased a total of approximately 16'I
million shares of our common stock of the 200 million
previously authorized to be repurchased.

In 2000 and 2001, we entered into a series of put options
on SBC stock which allowed institutional counterparties to
sell us SBC shares at agreed-upon prices. The put options
were exercisable only at maturity, and we had the right to
settle the put options by physical settlement of the options
or by net share settlement using shares of SBC common
stock. At December 31, 2001, we had a maximum potential
obligation to purchase 9 million shares of our common stock
at a weighted average exercise price of $37.45 per share.
We received cash of $38 in 2001 and $65 in 2000 from these
transactions, which was credited to capital in excess of
par value in shareowners' equity. During 2002, put options
representing 3 million shareS expired unexercised.
Additionally in 2002, 6 million shares of our common stock
were put to us under these options at a weighted average
price of $39.14 per share, which was approximately $9 per
share over the then-market price of our stock. As settlement
of the obligation, we elected to purchase the shares instead
of using net share settlement. The excess cash paid of
approximately $55 was debited to capital in excess of par
value in shareowners' equity. We had no put options
outstanding at Dec'ember 31, 2003 or 2002.

Number of options
(in millions):

Outstanding 3 55 8 165
Exercisable 3 40 8 130

Weighted-average
exercise price:

Outstanding
Exercisable

Weighted-average
remaining
contractual life 0.87 years 4.38 years 5.08 years 6.77 years

NOTE 14. ADDITIONAL FINANCIAL INFORMATION

Balance Sheets

December 31,

2003 2002

Accounts payable and accrued liabilities:
Accounts payable
Advance billing and customer deposits
Compensated future absences
Accrued interest
Accrued payroll
Other

$3,108
1,252

823
364

1,17&

4,145

$3,395
1,240

858
446
764

2,710
Total $10,&70 $9,413

Statements of Income

Advertising expense

interest expense incurred
Capitalized interest

Total interest expense

2003 2002 2001

$ 867 $ 432 $ 363

$1,278 $1,440 $1,718
(37) (58) (119)

$1,241 $1,382 $1r599

Statements of Cash Flows 2003 2002 2001

Cash paid during the year for:Interest, $1,359 $1,480 $1,546
Income taxes, net of refunds 1,321 1,315 2,696

No customer accounted for more 'than 10% of consolidated
revenues in 2003, 2002 or 2001.

Approximately two-thirds of our employees are represented

by the Communications Workers of America (CWA) or the
International Brotherhood of Electrical Workers (IBEW). The
four largest collective bargaining agreements between the
CWA and our subsidiaries, covering approximately 56% of
our employees, expire April 1, 2004 through April 3, 2004.
In an agreement announced on February 4, 2004, the CWA
agreed to give us 30 days notice before taking any strike
action if a settlement is not reached by contract expiration
in early April, 2004. In turn, we agreed to continue to
provide health care benefits to employees in the event of a
strike. The largest IBEW agreement covering approximately
7% of our employees expires on June 26, 2004.
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Dollarsin millionsexceptpershareamounts

Information related to options outstanding at December 31,

2003:

$14.62- $17.50- $30.00. $35.50-

ExercisePriceRange $17.49 $29.99 $35.49 $58.88

Number of options

(in millions):

Outstanding 3 55 8 165
Exercisable 3 40 8 130

Weighted-average

exercise price:
Outstanding $15.57 $24.66 $33.97 $41.57

Exercisable $15.57 $24.65 $33.97 $42.48

Weighted-average

remaining
contractual life 0.87 years 4.38 years 5.08 years 6.77 years

As of December 31, additional shares available under stock

options with dividend equivalents were approximately
1 million in 2003, 2002 and 2001.

Additionally, during 2003, 2002 and 2001, performance
stock (performance shares) units and other nonvested units

of 2,942,591,937,094 and 727,046 were issued with a

weighted-average, grant-date fair value of $24.44, $35.30
and $46.63.

NOTE 13, StlAREOWNERS' EQUITY

From time to time, we repurchase shares of common stock

for distribution through our employee benefit plans or in
connection with certain acquisitions. In December 2003, the

Board of Directors authorized the repurchase of up to 350
million shares of SBC common stock. This replaced previous

authorizations from November 2001 and January 2000 that

combined for up to 200 million shares. As of December 31,

2003, we had repurchased a total of approximately 161
million shares of our common stock of the 200 million

previously authorized to be repurchased.
In 2000 and 2001, we entered into a series of put options

on SBC stock which allowed institutional counterparties to

sell us SBC shares at agreed-upon prices. The put options

were exercisable only at matur!ty, and we had the right to

settle the put options by physical settlement of the options

or by net share settlement using shares of SBC common
stock. At December 31, 2001, we had a maximum potential

obligation to purchase 9 million shares of our common stock
at a weighted average exercise price of $37.45 per share.
We received cash of $38 in 2001 and $65 in 2000 from these

transactions, which was credited to capital in excess of

par value in shareowners' equi.ty. During 2002, put options
representing 3 million shar_eSexpired unexercised.

Additionally in 2002, 6 million shares of our common stock

were put to us under these options at a weighted average
price of $39.14 per share, which was approximately $9 per
share over the then..market price of our stock. As settlement

of the obligation, we elected to purchase the shares instead

of using net share settlement. The excess cash paid of

approximately $55 was debited to capital in excess of par
value in shareowners' equity. We had no put options

outstanding at December 31, 2003 or 2002.

NOTE 14. ADDITIONAL FINANCIAL INFORMATION

December 31,

Balance Sheets 2003 2002

Accounts payable and accrued liabilities:
Accounts payable $ 3,108 $3,395

Advance billing and customer deposits 1,252 1,240
Compensated future absences 823 858

Accrued interest 364 446
Accrued payroll 1,178 764
Other 4,145. 2,710

Total $10,870 $9,413

Statements of Income 2003 2002 2001

Advertising expense $ 867 $ 432 $ 363

$1,278 $1,440 $1,718

(37) (58) (119)
Interest expense incurred

Capitalized interest

Total interest expense $1,241 $1,382 $1_599

Statements of Cash Flows 2003 2002 2001

Cash paid during the year for:
Interest $1,359 $1,480 $1,546
Income taxes, net of refunds 1,321 1,315 2,696

No customer accounted for more than 10% of consolidated

revenues in 2003, 2002 or 2001.

Approximately two-thirds of our employees are represented

by the Communications Workers of America (CWA) or the
International Brotherhood of Electrical Workers (IBEW). The

four largest collective bargaining agreements between the
CWA and our subsidiaries, covering approximately 56% of

our employees, expire April I, 2004 through April 3, 2004.
In an agreement announced on February 4, 2004, the CWA

agreed to give us 30 days notice before taking any strike
action if a settlement is not reached by contract expiration

in early April, 2004. In turn, we agreed to continue to
provide health care benefits to employees in the event of a

strike. The largest IBEW agreement covering approximately

7% of our employees expires on June 26, 2004.
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NOTE 15. RELATED PARTY TRANSACTIONS

We have made advances to Cingular that totaled $5,885 at
December 31, 2003 and 2002. We earned interest income on
these advances of $397 during 2003, $441 in 2002 and $555
in 2001. In July 2003, we renegotiated the terms of these
advances with Cingular to reduce the interest rate from
7.5% to 6.0% and extended the maturity date of the loan
from March 2005 to June 2008. In addition, for access and
long-distance services sold to Cingular on a wholesale basis,

we generated revenue of $476 in 2003, $343 in 2002 and
$120 in 2001. Also, under a marketing agreement with

Cingular relating to Cingular customers added through SBC
sales sources, we received commission revenue of $63' in

2003, $6 in 2002 and $0 in 2001. The offsetting expense
amounts are recorded by Cingular, of which 60% flows back
to us through Equity in Net Income of Affiliates.

NOTE 16. CONTINGENT LIABILITIES

In addition to issues specifically discussed elsewhere, we
are party to numerous lawsuits, regulatory proceedings
and other matters arising in the ordinary course of business.
In our opinion, although the outcomes of these proceedings
are uncertain, they should not have a material adverse
effect on the company's financial position, results of
operations or cash flows.

NOTE 17. SUBSEQUENT EVENT

On February 17, 2004, Cingular announced an agreement
to acquire AT&T Wireless Services Inr„(AT&T Wireless).
Under the terms of the agreement, shareholders of AT&T

Wireless wili receive cash of $15.00 per common share or
approximately $41,000. The acquisition is subject to approval

by AT&T Wireless shareholders and federal regulators.
Based on our 60% equity ownership of Cingular, we expect
to provide approximately $25,000 of the purchase price.
As a result, equity ownership and management control
of Cingular will not be impacted after the acquisition.

NOTE 18. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Calendar
Quarter

Total
Operating
Revenues

Operating
income

Net
Income

Basic
Earnings

Per Share

Diluted
Earnings.

Per Share

Stock Price

High Low Close

2003
First
Second
Third
Fourth

Annual

$10,333
10,204
10,239
10,067

$40,843

$1,898
1,749
1,610
1,212

$6,469

$4,996 $1.50 $1.50 $31.65 $18.85 $20.06
1,388 0.42 0;42 27.35 19.65 25.55

1,216 0.37 0.37 26.88 21.65 22.25
905 0.27 0.27 26.15 21.16 26.07

$8,505 2.56 2.56

2002
First
Second
Third
Fourth

Annual

$10,522
10,843
10,556
11,217

$43,138

$2, 182
2,164
2,029
2,248

$8,623

$'(193)
1,782
1,709
2,355

$5,653

$(0.06) $(0.06) $40.99 $34.29 $37.44
0.53 0.53 38.40 27.85 30.50
0.51 0.51 31.96 19.57 20.10
0.71 0.71 29.10 19.80 27.11

1.70 1.69

The first quarter of 2003 includes cumulative effect of
accounting changes of $2,541 (income before cumulative
effect of accounting changes was $2,455): a benefit of
$3,677, or $1.10 per share, related to the adoption of
FAS 143 and a charge of $1,136, or $0.34 per share, related
to the change in the method in which we recognize
revenues and expenses related to publishing directories from
the "issue basis" method to the amortization method
(see Note 1).The benefit of $3,677 included a charge of $7
representing our share of the loss related to TDC's fourth-

quarter 2003 adoption of FAS 143.The effect of this
noncash charge was to reduce our previously reported
first-quarter 2003 net income by $7, or $0.01 per share.
The fourth quarter of 2003 indudes an extraordinary loss

of $7 (income before extraordinary loss was $912) related
to consolidation of real estate leases under FIN 46 (see
Note 1).The first quarter of 2002 includes a cumulative
effect of accounting change of $1,820, or $0.54 per share
(income before cumulative effect of accounting change
was $1,627), from the adoption of FAS 142 (see Note 1).
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NOTE 15. RELATED PARTY TRANSACTIONS

We have made advances to Cingular that totaled $5,885 at

Decembe_ 31, 2003 and 2002. We earned interest income on

these advances of $397 during 2003, $441 in 2002 and $555
in 2001. In July 2003, we renegotiated the terms of these

advances with Cingular to reduce the interest rate from
7.5% to 6.0% and extended the maturity date of the loan

from March 2005 to June 2008. In addition, for access and

long-distance services sold to Cingular on a who!esale basis,
we generated revenue of $476 in 2003, $343 in 2002 and

$120 in 2001. Also, under a marketing agreement with

Cingular relating to Cingular customers added through SBC
sales sources, we received commission revenue of $63 in

2003, $6 in 2002 and $0 in 2001. The offsetting expense

amounts are recorded by Cingular, of which 60% flows back

to us through Equity in Net Income of Affiliates.

NOTE 18. QUARTERLY FINANCIAL

NOTE 16. CONTINGENT LIABILITIES

In addition to issues specifically discussed elsewhere, we

are party to numerous lawsuits, regulatory proceedings
and other matters arising in the ordinary course of business.
In our opinion, although the outcomes of these proceedings

are uncertain, they should not have a material adverse
effect on the company's financial position, results of

operations or cash flows.

NOTE 17. SUBSEQUENT EVENT

On Februa_ 17, 2004, Cingular announced an agreement
to acquire AT&T Wireless Services Inc (AT&T Wireless).

Under the terms of the agreement, shareholders of AT&T
Wireless will receive cash of $15.00 per common share or

approximately $41,000. The acquisition is subject to approval

by AT&T Wireless shareholders and federal regulators.
Based on our 60% equity ownership of Cingular, we expect

to provide approximately $25,000 of the purchase price.
As a result, equity ownership and management control

of Cingular will not be impacted after the acquisition.

INFORMATION (UNAUDITED)

Total Basic Diluted
Calendar Operating Operating Net Earnings Earnings.
QuaKer Revenues Income Income Per Share Per Share

Stock Price

High Low Close

2003
First $10,333 $1,898 $4,996 $ 1.50 $ 1.50 $31.65 $18.85 $20.06
Second 10,204 1,749 1,388 0.42 0;42 27.35 19.65 25.55

Third 10,239 1,610 i,216 0.37 0.37 26.88 21.65 22.25

Fourth 10,067 1,212 905 0.27 0.27 26.15 21.16 26.07

Annual $40,843 $6,469 $8,505 2.56 2.56

2002
First $10,522 $2,182 $(193) $(0.06) $(0.06) $40.99 $34.29

Second . 10,843 2,164 1,782 0.53 0.53 38.40 27.85

Third 10,556 2,029 1,709 0.51 0.51 31.96 19.57
Fourth 11,217 2,248 2,355 0.71 0.71 29.10 19.80

Annual $43,138 $8,623 $5,653 1.70 1.69

$37.44
30.50
20.10

27.11

The first quarter of 2003 includes cumulative effect of

accounting changes of $2,541 (income before cumulative
effect of accounting changes was $2,455): a benefit of

$3,677, or $1.10 pershare, related to the adoption of

FAS i43 and a charge of $1,136, or $0.34 per share, related

to the change in the method in which we recognize
revenues and expenses related to publishing directories from
the "issue basis" method to the "amortization" method

(see Note 1). The benefit of $3,677 included a charge of $7
representing our share of the loss related to TDC's fourth-

quarter 2003 adoption of FAS 143. The effect of this

noncash charge was to reduce our previously reported
first-quarter 2003 net income by $7, or $0.01 per share.

The fourth quarter of 2003 includes an extraordinary loss
of $7 (income before extraordinary loss was $912) related

to consolidation of real estate leases under FIN 46 (see

Note 1). The first quarter of 2002 includes a cumulative

effect of accounting change of $1,820, or $0.54 per share
(income before cumulative effect of accounting change

was $1,627), from the adoption of FAS 142 (see Note 1).
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REPORT Of MANAGEMENT REPORT OF INDEPENDENT AUDITORS

The consolidated finandal statements have been prepared in
conformity with generally accepted accounting principles in
the United States. The integrity and objectivity of the data
in these financial statements, including estimates and judg-
ments relating to matters not concluded by year end, are
the responsibility of management, as is all other information
included in the Annual Report, unless otherwise indicated.

The financial statements of SBC Communications Inc.
(SBCj have been audited by Ernst & Young LLP, independent
auditors. Management has made available to Ernst & Young
LLP all of SBC's financial records and related data, as well as
the minutes of shareowners' and directors' meetings.
Furthermore, management believes that all representations
made to Ernst & Young LLP during its audit were valid and
appropriate.

Management has established and maintains a system
of internal accounting controls that provides reasonable
assurance as to the integrity and reliability of the financial
statements, the protection of assets from unauthorized
use or disposition and the prevention and detection of
fraudulent financial reporting. The concept of reasonable
assurance recognizes that the costs of an internal accounting
controls system should not exceed, in management's
judgment, the benefits to be derived.

Management maintains disclosure controls and procedures
that are designed to ensure that information required to be
disclosed by SBC is recorded, processecf, summarized and
reported within the time periods specified by the Securities
and Exchange Commission's rules and forms.

Management also seeks to ensure the objectivity and
integrity of its financial data by the careful selection of its
managers, by organizational arrangements that provide an
appropriate division of responsibility and by communication
programs aimed at ensuring that its policies, standards and
managerial authorities are understood throughout the
organization. Management regularly monitors the system of
internal accounting controls for compliance. SBC maintains
an internal auditing program that independently assesses
the effectiveness of the internal accounting controls and
recommends improvements thereto.

The Audit Committee of the Board of Directors meets
periodically with management, the internal auditors and the
independent auditors to review the manner in which they
are performing their respective responsibilities and to discuss
auditing, internal accounting controls and financial report-
ing matters. Both the internal auditors and the independent
auditors periodically meet alone with the Audit Committee
and have access to the Audit Committee at any time.

&4 ~QF, M~@
Edward E. Whitacre Jr.
Chairman of the Board and
Chief Executive Officer

Randall Stephenson
Senior Executive Vice President and
Chief Financial Officer

The Board of Directors and Shareowners
SBC Communications Inc.

We have audited the accompanying consolidated balance
sheets of SBC Communications Inc. (the Company) as of
December 31, 2003 and 2002, and the related consolidated
statements of income, shareowners' equity, and cash flows
for each of the three years in the period ended December
31, 2003. These financial statements are the responsibility of
the Company's management. Our responsibility is to express
an opinion on these consolidated financial statements based
on our audits.

We'conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disdosures in the financial statements. An
audit also includes assessing the accounting principles used
and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
consolidated financial position of SBC Communications Inc.
at December 31, 2003 and 2002, and the results of its
operations and its cash flows for each of the three years in

the period ended December 31, 2003 in conformity with
accounting principles generally accepted in the United
States.

As discussed in Note 1 to the consolidated financial
statements, in 2003 the Company changed its method of
recognizing revenues and expenses related to publishing
directories, as well as 'the method of accounting for the costs
of removal of long-term assets. Also as discussed in Note 1

to the consolidated financial statements, in 2002 the
Company changed its method of accounting for goodwill
and other intangibles.

San Antonio, Texas
February 9, 2004
except for Note 17, as to which the date is

February 19, 2004
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The consolidated finandal statements have been prepared in

conformity with generally accepted accounting principles in
the United States. The integrity and objectivity of the data
in these financial statements, including estimates and judg-

ments relating to matters not concluded by year end, are
the responsibility of management, as is all other information
included in the Annual Report, unless otherwise indicated.

The financial statements of SBC Communications Inc.

(SBC) have been audited by Ernst & Young LLP, independent

auditors. Management has made available to Ernst & Young
LLP all of SBC's financial records and related data, as well as

the minutes of shareowners' and directors' meetings.

Furthermore, management believes that all representations

made to Ernst & Young LLP during its audit were valid and

appropriate.
Management has established and maintains a system

of internal accounting controls that provides reasonable

assurance as to the integrity and reliability of the financial

statements, the protection of assets from unauthorized
use or disposition and the prevention and detection of

fraudulent financial reporting. The concept of reasonable
assurance recognizes that the costs of an internal accounting

controls system should not exceed, in managements

judgment, the benefits to be derived.
Management maintains disclosure controls and procedures

that are designed to ensure that information required to be

disclosed by SBC is recorded, processed, summarized and
reported within the time periods specified by the Securities

and Exchange Commission's rules and forms.
Management also seeks to ensure the objectivity and

integrity of its financial data by the careful selection of its

managers, by organizational arrangements that provide an
appropriate division of responsibility and by communication

programs aimed at ensuring that its policies, standards and
managerial authorities are understood throughout the

organization. Management regularly monitors the system of

internal accounting controls for compliance. SBC maintains
an internal auditing program that independently assesses
the effectiveness of the internal accounting controls and

recommends improvements thereto.
The Audit Committee of the Board of Directors meets

periodically with management, the internal auditors and the

independent auditors to review the manner in which they
are performing their respective responsibilities and to discuss

auditing, internal accounting controls and financial report-

ing matters. Both the internal auditors and the independent
auditors periodically meet alone with the Audit Committee
and have access to the Audit Committee at any time.

Edward E. Whitacre Jr.

Chairman of the Board and
Chief Executive Officer

Randall Stephenson
Senior Executive Vice President and

Chief Financial Officer

The Board of Directors and Shareowners

SBC Communications Inc.

We have audited the accompanying consolidated balance
sheets of SBC Communications Inc. (the Company) as of

December 31, 2003 and 2002, and the related consolidated
statements of income, shareowners' equity, and cash flows

for each of the three years in the period ended December
31, 2003. These financial statements are the responsibility of

the Company's management. Our responsibility is to express

an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with auditing

standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether th e financial
statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An

audit also includes assessing the accounting principles used

and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our

opinion.
In our opinion, the consolidated financial statements

referred to above present fairly, in all material respects, the

consolidated financial position of SBC Communications Inc.
at December 31, 2003 and 2002, and the results of its

operations and its cash flows for each of the three years in
the period ended December 31,200.3 in conformity with
accounting principles generally accepted in the United

States.
As discussed in Note 1 to the consolidated financial

statements, in 2003 the Company changed its method of

recognizing revenues and expenses related to publishing
directories, as well as the method of accounting for the costs

of removal of long-term assets. Also as discussed in Note 1
to the consolidated financial statements, in 2002 the

Company changed its method of accounting for goodwill
and other intangibles.

San Antonio, Texas

February 9, 2004

except for Note 17, as to which the date is

February 19, 2004
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SBC BOARD OF DIRECTORS
(as of January 30, 2004)

Edward E. Whitacre Jr., 62 +~@

Chairman of the
Board and Chief

Executive Officer

SBC Communications Inc.

San Antonio, Texas

SBC Director since October 1986

Background: Telecommunications

Gilbert F. Amelio, Ph.D., 61 a'n

Senior Partner

Sienna Ventures

Sausalito, California

SBC Director since

February 2001

Advisory Director 1997-2001

Padflc Telesls Director 1995-1997

Background: Technology,

electronics engineering

Clarence C. Barksdale, 71 I' 'I
Retired Chairman of
the Board and

Chief Executive Officer

Centerre Bancorporation

St. Louis, Missouri

SBC Director since October 1983
Southwestern Beg Telephone

Director 1982-1983

Background: Banking

James E. garnes, 70 +@

Chairman of the Board

and Chief Executive

Officer (Retired)

MAPCO Inc.

Tulsa, Oklahoma

SBC Director since November 1990

Background: Diversified energy

August A. Busch ill, 66 +"
Chairman of the Board

Anheuser-8 usch

Companies, Inc.

St. Louis, Missouri

SBC Director since October 1983

Southwestern Bell Telephone

Director 1980-1983

Background: Breviing, family

entertainment, transportation,

manufacturer of aluminum

beverage containers

The Honorable
William P. Clark, 72 +"

Of Counsel

Clark, Cali and

Negranti, LLP

San Luis Obispo, California

SBC Director since April 1997
Pacific Telesis Director 1985-1997

Background: Law, ranching

MartinK. Eby Jr., 690@
Chairman of the Board

The Eby Corporation

Wichita, Kansas

SBC Director since

June 1992

Background: General building

construction

Herman E. Gallegos, *73

Independent

Management

Consultant

Gait, California

SBC Director since April 1997
Padfic Tetesls Director 1983-1997
Background: Management

consulting

Jess T. Hay, *73 &'~"

Chairman

HCB Enterprises Inc

Chairman

Texas Foundation for
Higher Education

Dallas, Texas

SBC Director since April 1986
Background: Financial services

James A. Henderson, 69 I "e
Retired Chairman and

Chief Executive Officer

Cummins Inc.

Columbus, Indiana

SBC Director since October 1999
Ameritech Director 1983-1999
Background: Manufacturing

Admiral Bobby FL Inman, *72@~
United States Navy,

Retired

Austin, Texas

SBC Director since

March 198S

Background: Private investment,

education

Charles F. Knight 68 ++si

Chairman of the Board

Emerson Electric Co.

St.J.ouls, Missouri

SBC Director since

October 1983

Southwestern Bell Telephone

Director 1974-1983

Background: Electrical

manufacturing

Lynn M. Martin, 645'"
Chair of the Council

for the Advancement

of Women

Advisor to the Firm

Deloitte Ik Touche LLP

Chicago, Illinois

SBC Director since October 1999
Ameritech Director 1993-1999

Background: Consulting, former

Congresswoman and

Secretary of Labor

John B. McCoy, 60 @"
Retired Chairman and

Chief Executive Officer

BANK ONE CORPORATION

Columbus, Ohio

SBC Director since October 1999
Ameritech Director 1991-1999
Background: Banking

Mary S. Metr„ph. D., 66 0'"
President

,
S. H. Cowell Foundatiori

San Francisco, Caiifornia

SBC Director since

April 1997
Pacific Telesis Director 1986-1997

Background: Education,

administration

Toni Rembe, Esq., 67 +"'

Partner

Pillsbury Winthrop LLP

: San Francisco, California

SBC Director since

January 1998

Advisory Director 1997-1998
Pacific Telesis Director 1991-'l997

Background: Law

S. Donley Ritdhey, 70 ' '

Managing Partner

Alpine Partners

Retired Chairman and

Chief Executive Officer

Lucky Stores, Inc.

Danville, California

SBC Director since April 1997
Pacific Telesis Director 1984-1997

Background: Diversified retail

Joyce M. Roche, 56 "n
President and Chief

Executive OfRcer

Girls Incorporated

New York, New York

SBC Director since October 1998
Southern New England

Telecommunications

Director 1997-1998
Backgrourid: Marketing

lng. Carlos Slim Helu, 64"'n

Chairman of the Board

Carso Global Telecom,

S.A. de CV.

Chairman of the Board

Tel6fonos de MExico, S.A. de CV.

Chairman of the Board

Am6rica M6vil, S.A. de C.V.

Mexico City, Mexico

SBC Director since September 1993

Background: Telecommunications,

consumer goods, automobile parts,

construction, retailing

Dr. Laura D'Andrea Tyson, 56 +"
Dean

London Business School

London, England

SBC Director since

October 1999
Ameritech Director 1997-1999

Background: Economics, education

Patricia P. Upton, 65 "n
President and

Chief Executive Officer

Aromatique, Inc.

:, Heber Springs, Arkansas

SBC Director since June 1993

Background: Manufacturing

and marketing of decorative

home fragrances

Committees of the Board:
(1)Audit

(2) Corporate Development

(3) Corporate Governance

and Nominating

(4) Executive

(5) Finance/Pension

(6) Human Resources

(7) Public Policy and Environmental

Affairs

*Retiring effective April 30, 2004.
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SBC BOARD OF

(as of January30, 2004)

DIRECTORS

Edward IF- Whitacre Jr., 62 (_s)

_ Chairman of the

Board and Chief

Executive Officer

SBCCommunications Inc.

San Antonio, Texas

SBC Director since October 1986

Background: Telecommunications

Gilbert F. Amelio, Ph.D., 61 (6,7)

.:_i_ Senior Partner

J ienna Ventures

J Sausalito, California
SBC Director since

February 2001

Advisory Director 1997-2001

Pacific Telesls Director 19954 997

Background: Technology,

electronics engineering

Clarence C. Barksdale, 71 (I,4,7)

_ Retired Chairman of

tl_e Board and

Chief Executive Officer

Centerre Bancorporation

St Louis, Missouri

SBC Director since October 1983

Southwestern Bell Telephone

Director 1982-1983

Background: Banking

James E. Barnes, 70 c_

_ Chairman of the Board

and Chief Executive

Officer (Retired)

MAPCO Inc.

Tulsa, Oklahoma

SBC Director since November 1990

Background: Diversified energy

' August _= Busch III, 66 (_3)

_1_ Chairman of the Board

B Anheuser-Busch

Companies, Inc

St Louis, Missouri

SBC Director since October 1983

Southwestern Bell Telephone

Director 1980-1983

Background: Brewing, family

entertainment, transportation,

manufacturer of aluminum

beverage containers

The .Honorable

William P. Clark, 72 (2.7)

Of Counsel

Clark, Call and

Negranti, LIP

San LuisObispo, California

SBC Director since April 1997

Pacific Telesis Director 1985_.i997

Background: Law, ranching

Martin K. Eby Jr., 69 (1._

_ Chairman of the Board

The Eby Corporation

Wichita, Kansas

SBC Director since

lune 1992

Background: General building

construction

Herman E. Gallegos,* 73 (7)

independent

Management

Consultant

Gait, California

SBC Director since April 1997

Padfic Telesls Director 1983-1997

Background: Management

consulting

Jess 1". Hay,* 73 (1,3,4)

I Chairman

HC8 Enterprises Inc

'Chairman
Texas Foundation for

Higher Education

Dallas, Texas

SBC Director since April 1986

Background: Financial services

James A. Henderson, 69 (4,s,_

_ Rettred Chairman and

Chief Executive Officer

Cummins Inc.

columbus, Indiana

SBC Director since October 1999

Amedtech Director 1983-1999

Background: Manufacturing

Admiral Bobby R. Inman,* 72 (_)

U United States Navy,

Retired

Austin, Texas

SBCDirector since

March 1985

Background: Pdvate Investment,

education

Charles F, Knight, 68 (_s)

_ Chairman of the Board

Emerson Electric Co.

St. J.ouls, Missouri

SBC Director since

October 1983

Southwestern Bell Telephone

Director 1974-1983

Background: Electrical

manufacturing

Lynn M. Martin, 64 (s,7)

._ Chalr of the Council
for the Advancement

of Women
_ Advisor to the Firm

Deloitte & Touche LIP

Chicago, Illinois

SBC Director since October 1999

Amedtech Director 1993-1999

Background: Consulting, former

Congresswoman and

Secretary of Lab.or

John B. McCoy, 60 c_3)

_ Retired Chairman and

Chief Executive Officer

BANK ONE CORPORATION

Columbus, Ohio

SBC Director since October 1999

Amedtech Director 1991-1999

Background: Banking

Mary S. Metz, Ph.D., 66 c_.n

_ Presldent

S. H. CoweU Foundatiori

San Francisco, California

SBC Director since

Apdl 1997

Pacific Telesis Director 1986-1997

Background: Education,

administration

Toni Rembe, Esq., 67 (2,7)

J Partner

Pillsbury Winthrop LIP

San Francisco, California

SBCDirector since

January 1998

Advisory Director 1997-1998

Pacific Telesis Director 1991-1997

Background: Law

S. Donley Ritchey, 70 (1_)

U Managing Partner

Alpine Partners

Retired Chalrman and

Chief Executive Officer

Lucky Stores, Inc.

Danville, California

SBC Director since April 1997

Padfic Telesis Director 1984-1997

Background: Diversified retail

Joyce M. Roche, 56 _,7)

_ President and Chief

Executive Officer

Girls Incorporated

New York, New York

SBC Director _i_nceOctober 1998

Southern New England

Telecomrnunicatt0ns

Director 1997-1998

Background: Marketing

Ing. Carlos Slim HelG, 64 is.7)

_ Chalrman of the Board

Carso Global Telecom,

S.A_de CV.

Chairman of the Board

Tel_fonos de M_xico, S._ de CV.

Chairman of the Board

America M6vil, S._ de C.V.

Mexico City, Mexico

SBC Director since September 1993

Background: Telecommunications,

consumer goods, automobile parts,

coqstruction, retailing

Dr. Laura D'Andrea Tyson, 56 (_s)

Dean

London Business School

London, England

SBC Director since

October 1999

Amerltech Director 1997-1999

Background: Economics, education

Patricia P. Upton, 65 (4,G,7)

_. President and

Chief Executive Officer

Aromatique, Inc.

Heber Springs, Arkansas

SBC Director since June 1993

Background: Manufactudr_g

and marketing of decorative

home fragrances

Committees of the Board:

(I) Audit

(2) Corporate Development

O) Corporate Governance

and Nominating

(4) Executive

(5) Finance/Pension

(6) Human Resources

(7) Public Policy and Environmental

Affairs

*Retirlng effective April 30, 2004.
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EXECUTIVES OF SBC AND ITS SUBSIDIARIES

SBC Senior Executives
Edward E. Whltacre Jr., 62
Chairman & Chief Executive Officer
SBC Communications Inc.

John H. Atterbury BI, 55
Group President-Operations
SBC Communications Inc.

James W. Callaway, S7
Group President
SBC Communications Inc.

Wllgam M. Daley, 55
President
SBC Communications Inc.

James D. Ellis, 60
5enlor Execudve Vice President &
General Counsel
SBC Communications Inc.

Karen F Jennings, 53
Senior Executive Vice President-
Human Resources &. Communications
SBC Communications Inc.

James S.Kahan, 56
Senior Executive Vice President-
Corporate Development
SBC Communications Inc.

Fonest E. Miller, 51
Group PresldentMrporate Planning
SBC Communications Inc.

John T. Stankey, 41
Senior Executive Vice President &
Chief Information Officer
SBC Communications Inc

Randall L Stephenson, 43
Senior Executive Vice President &
Chief Finandal Officer
SBC Communications Inc.

Rayford Wgklns, Jr., 52
Group President-
SBC Marketing & Sales
SBC Communications Inc.

Other Executives

Dorothy T. Attwood, 44
Senior Vice President-
Federal Regulatory Strategy & integration
SBCTelecommunications, Inc.

Terry D. Bailey, 47
President-Consumer Markets
SBC Southwest

William. A. Blase, Jr„48
President & Chief Executive Officer
SBC Southwest

Kids IL Brannock, 46
President-Network Services
SBC Midwest

Cynthia J. Brinkley, 44
President4sfissouri
SBC Missouri

'Connie L Browning, 50
President-Ohio
SBC Ohio

Donald F Cain, 50
President-Oklahoma
SBC Oklahoma

Ramona S. Carlow, 41
Vice President-Regulatory
Affairs & Public Policy
SBC East

Louis IL Casag, 52
President
SBC Advanced Solutions, Inc

Margaret &L Cerrudo, 55
Senior Vice President-
Human Resources Services
SBC Operations, inc.

Lea Ann Champion, 45
Senior Executive Vice President-
Chief Markegng Officer
SBC Operations, Inc.

Frededck R. Chang, 48
President-Technology Strategy
SBC Operations, Inc.

David A. Cole, 55
President-Industry Markets
SBC Telecommunications, Inc.

George K. Contopouios, 58
Senior Vice President-SBC DISH Network
SBC Operations, inc

Catherine M. Coughlin, 46
President-Business
Communications Services
5 BC Midwest

Patrida Diaz Dennis, 57
Senior Vice President,
General Counsel & Secretary
SBC West

Richard C Dletz, 57
President & Chief Executive Offfcer
SBC Data Services, Inc.

Maurice E. Ddlling, 48
President-Arkansas
SBC Arkansas

James IIIL Epperson, Jr., 48
Senior Vice President-State
Legislative & Political Affairs
SBC Telecommunications, Inc.

Robert E. Ferguson, 44
President-Global Markets
SBC Operations, Inc.

George S. Fleetwood, 50
President-Indiana
SBC Indiana

Andrew M. Gelsse, 47
Senior Vice President-
Enterprise Software Solutions
SBC Services, inc.

Michael N. Ggllam, 51
Vice President-Long Distance
Compliance Relief
SBC Telecommunications, Inc.

Ynocendo Gonzalez, 46
President
SBC Long Distance

Jose M. Gutierrez, 42
Senior Vice President-Sales
SBC Directory Operations

Michael Q. Hamilton, 48
President-Global Markets IWest)
SBC Operations, Inc.

Timothy S. Harden, 50
President
SBC Telecom, Inc

Scott C Helblng, 49
Senior Vice President-Consumer Marketing
SBC Operatioru, Inc.

Carrie J, Hightman, 46
President-illinois
SBC Illinois

Prlsdlla L Hill-Ardoln, ' 52
Senior Vice President-
Regulatory Compliance
SBC Telecommunications, Inc

William C. Huber, 38
President-Network Services
SBC West

John D. Hull, 51
Regional President-San Diego
SBC West

Ross K. Ireland, 57
Senior Executive Vice President-
Services & Chief Technology Officer
SBC Services, inc

Vicki D. Jones, 42
Senior Vice President-Product
Management & Development
SBC Operations, Inc.

Frands J. Jules, 47
President-Global Markets (East)
SBC Telecom, Inc.

Mark A. Keiffer, 43
President-Business
Communications Services
SBC Southwest

David D. Kerr, 51
President-Kansas
SBC Kansas

Jonathan P. Klug, 48
Vice President-Finance
SBC International, Inc

Paul V. La Schiazza, 46
P reside ht-Wisconsin
SBC Wisconsin

linda S.Legg. 53
Vi«e President, General
Counsel & Secretary
SBC Directory Operations

Michele M. Macauda, 47
President & Chief Executive Officer
SBC East

Robin G. MacGlllivray, 49
President-Bminess
Communications Servkes
SBCWest

Paul IC Mandnl. 57
Senior Vice President &
Assistant General Counsel
SBC Telecommunications, Inc.

Mary T. Manning, 53
Senior Vice Presldent-
Corporate Real Estate
SBC Services, Inc

Cynthia G. Marshall, 44
Senior Vice President-Regulatory
& Constituency Relat)ons
SBC California

Norma Martinez Lozano, 47
President-Olversiffed Businesses
SBC Operations, Inc.

William B. McCullough. 52
Vice President-Competitive Analysis
SBC Telecommunications, Inc,

Shawn M. McKenzie, 45
President-SBO South Africa
SBC International, Inc.

Timothy P. McKone, 39
Senior Vice President-Federal Relations
SBC Telecommunications, Inc.

Maureen P. Merkle, 54
President-Procurement
SBC Services, Inc

John T. Montford, 60
President-External Affairs
SBC Southwest

Melba Muscarolas, 42
Senior Vice President-Legislative Affairs
SBC California

Carmen P. Nave, 41
President-Consumer Markets
SBC West

Jan L Newton, 50
President-Texas
SBC Texas

David C. Nichols, 46
Senior Vice President-
External Affairs-South
SBC California

Dennis M. Payne, 51
President & Chief Executive Officer
SBC Dlrectoiy Operations

T. Michael Payne, 53
Senior Vice President & General Counsel
SBC Operations, Inc.

Richard P. Resnlck, 38
President-SBCI Mexico
SBC International, Inc.

Christopher T. Rice, 46
'5enior Vice President-Network
Planning & Engineering
SBC Services, Inc,

Alfred G. Richter, Jr., 53
Senior Vice President,
General Counsel & Secretary
SBC Southwest

Joy Rick, 55
Vice President & Secretary
SBC Communications Inc

Peter A. Rltcher, 43
Vice President-Corporate Finance
SBC Communications Inc.

A. Dale Robertson, 55
Executive Vice President-Standardization
SBC Operations, Inc.

Michael A. Rodriguez. 53
Senior Vice President-Human Resources
SBC Operations, Inc.

PaulR. Rath, 45
President~nsumer Markets
SBC Midwest

Mark E.Royse. 44
Senior Vice PresldentMII Center
Transformation Project
SBC Operations, Inr

Charles E.Rudnlck, 51
Senior Vice President. Business Marketing
SBC Operations, inc,

Sylvia L Samano, 48
Presklent-SBC Nevada
SBC Nevada

James IL Shelley. SO
Senior Vice President-Marketing
Regulatory Enablement
SBC Operations, Inc.

Charles H. Smffh, 60
President & Chief Executive Officer
SBC West

James C Smith, 54
Senior Vice President-FCC
SBC Telecommunications, lnc.

John J.Stephens. 44
Vice President & Controller
SBC Communications Inc.

Joyce M. Taylor, 46
Senior Vice President-
Extemal Affairs-North
SBC California

Van H. Taylor, 55
President-Network Services
SBC Southwest

W. Fred Taylor, 57
President
SBC DataComm Inc

Randy J.Tomlin, 44
Senior Vice President-Data Services
SBC Data Services, Inc.

Gall F. Torreano, 53
President-Michigan
SBC Michigan

Michael J.Viola, 49
Vice President-Treasurer
SBC Communications Inc.

Joe W. Walkovlak, 56
President & Chief Executive Offfcer'

SBC Midwest

Judy W. Welsh, 63
Senior Vice President-Government Affairs
SBCTelecommunications, Inc.

D. Wayne Watts, 50
Senior Vice President &
Assistant General Counsel
SBC Operauons, Inc.

Lore K. Watts, 47
President-External Affairs
SBC West

Stephen G. Welch, 60
Senior Executive Vice President-
Sales & Customer Experience
SBC Operations, Inc

Anglollna M. Wiskodl, 51
Senior Vice President
Network Services Staff
SBC Operations, Inc
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SBC Senior Executives

Edward F. Whltacro Jr., 62
Chairman & Chief Execdtive Officer
SBC Communications Inc

John H. Atterbury Ui, 55
Group President-Operations
SBC Communications |nc

James W. CaUaway, 57
Group President
SBC Communications Inc.

William M. Dale_ 55
President
SBC Communications Inc.

James D. Ellis, 60
Senior Executive Vice President &
General Counsel
SBC Communications Inc.

Karen E. Jennlngs, 53
Senior Executive Vice President-
Human Resources & Communications
SBC Communications Inc.

James S. Kahan, 56
Senior Executive Vice President-

Corporate Development
SBC Communications Inc.

Forrost E. Miller, 51

Group President-Corporate Planning
SBC Communications Inc

John T. Stankey, 41
Senior Executive Vice President &
Chief Information Officer
SBC Communications Inc.

Randall L Stephenson, 43
Senior ExecUtive Vice President &
Chief Finandal Officer
SBC Communications Inc.

Rayford Wilklns, Jr., 52
Group President-
SBC.Marketing & Sales
$BC Communications Inc.

Other Executives

Dorothy 1".Attwood, 44
Senior Vice President-

Federal Regulatory Strategy & Integration
SBCTelecommunications, Inc.

Terry D. Bailey, 47
Preddent-Consumer Markets
SBC Southwest

WUliamA. Blase, Jr_ 48
President & Chief Executive Officer
SBC Southwest

Kirk R, Brannock, 46
President-Network Services
SBC Midwest

Cynthia J. Brlnldey_ 44
President-Missouri
SBC Missouri

Connie L Browning, 50
President-Ohio
SBC Ohio

Donald E. Cain, 50
President-Oklahoma
SBC Oklahoma

Ramona S. Carlow, 41
Vice Pteddent-Regulatory
Affairs & Public Policy
SBC East

Lou_s it. Casall, 52
President
SBC Advanced Solutions. Inc

Margaret M. Cerrudo, 55
Senior Vice President-
Human Resources Services

SBC Operations, Inc.

Lea Ann Champion, 45
Senior Executive Vice President..

Chief Marketing Officer
SBC Operations, inC

Frederick R. Chang, 48
President-Technology Strategy
SBC Operations, inc.
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David A. Cole, 55
President-industry Markets
SBCTelecommunications, Inc

George IC Contopoulos, 58
Senior Vice Pcesident-SBC DISH Network

SBC Operations, Inc.

Catherine M. Coughlin, 46
President-Business
Communi_:ations Services
SBC Midwest

Patrlda Dlaz Dennis, 57

Senior Vice President,
General Counsel & Secretary
SBC West

Richard C Dletz, 57
President & Chief Executive Officer
SBC Data Services, Inc.

Maudce E. Drilling, 48
President-Arkansas
SBC Arkansas

James M, Epperson, Jr., 48
Senior Vice Presldent-S.tate
Legislative & Political Affairs
SBC Telecommunications, Inc

Robert E. Ferguson,.44
President-Global Markets

SBC Operations, Inc.

George S. Rnatwood, S0
President-Indiana
SBC indiana

Andrew M. Gelsse, 47
Senior Vice President-

Enterprise Software Solutions
SBC Services, inc.

Michael N. GIIllam, 51
Vice President-Long Distance
Compliance Relief
SBC Telecommunications, Inc.

Ynocendo Gonzalez_ 46
President
SBC Long Distance

Jose M. Gutiermz, 42
Senior Vice President-Sales

SBC Directory Operations

Michael Q. Hamilton, 48
President-Global Markets (West)
SBC Operations, Inc.

Timothy S. Harden, S0
President
SBC Telecom, Inc

Scott C Helblng, 49
Senior Vice President-Consumer Marketing
SBC Operations, Inc.

Carrie J. Hlghtman, 46
President-Illinois
SBC Illinois

Priscilla L Hlll=Ardoln; 52
Senior Vice President-

Regulatory Compliance
SBC Telecommunications, Inc.

William C Huber, 38
President-Network Se_lices
SBC West

John D. Hull, 51

Regional President-San Diego
SBC West

Ross IC Ireland, 57

Senior Exe_ive Vice President-
Services & Chief Technology Officer
SBC Services, Inc.

Vickl D. Jones, 42

Senior Vice l_resident-ProdiJct
Management & Development
SBC Operations, inc.

Frands J. Jules, 47
President-Global Markets (East)
SBCTelecom, Inc.

Mark A, Kelffer, 43
President-Business
Communications Services
SBC Southwest

David D. Kerr, 51
President-Kansas
SBCKansas

Jonathan R Klug, 48
Vice President-Finance
SBCInternational, Inc.

Paul V. LO Schiazza, 46
President-Wiscunsin
SBCWiscOnsin

Unda S. Legg, 53
Vice President, General
Counsel & Secretary
Si3C Directory Operations

Michele M. Macauda, 47
President & Chief Executive Officer
SBC East

Robin G. MacGillivray, 49
President-Business
Communications Services
SBCWest

Paul IC Mandnl, 57
Senior Vice President &

Assistant General Counsel
SBC Telecommunications, Inc.

Mary T. Manning, 53
Senior Vice President-

Corporate Real Estate
SBC Services, Inc.

Cynthia G. Marshall, 44
Senior Vice President-Regulatory
& Constituency Relations
SBCCalifornia

Norma Martinez Lozano, 47
President-Diversified Businesses
SBCOperations, Inc.

William B. McCullough, 52 -
Vice President-Competitive Analysis

SBC Telecommunications, Inc.

Shawn M. McKenzie, 45
Pmsident-SBQ South Afdca
SBCInternational, Inc.

Timothy R McKone, 39
Senior Vice President-Federal Relations
SBCTelecommunications, Inc.

Maureen R Merkle, 54
President-Procurement
SBCServices, Inc.

John 1".Monfford, 60
President-External Affairs
SBC Southwest

Melba Muscaroles, 42
Senior Vice President-Legislative Affairs
SBC California

Carmen R Nave, 41
President-Consumer Markets
SBC West

Jan L Newton, 50
President-Texes
SBC Texas

David C Nichols, 46
Senior Vice President.
External Affairs-South
SBCCalifornia

Dennis M. Payne, 51
President & Chief Executive Officer
SBC Directory Operations

T. Michael Peyne, 53
Senior Vice President & General Counsel

SBC Operations, Inc.

Richard R Resnlck, 38
President-SBa Mexico
SBC International, Inc.

Christopher T. Rice, 46
"Senior Vice President-Network

Planning & Engineering
SBC Services, Inc.

Alfred G. Richter, Jr., 53
Senior Vice President,
General Counsel & Secretory
SBCSouthwest

Joy Rick_55
Vice President & Secretary
SRC Communications Inc.

Peter A. RItcher, 43
Vice President-Corporate Finance
SBC Communications Inc.

A. Dale Robertson, 55
Executive Vice President-Standardization
SBC Operations, Inco

Michael A. Roddguez, 53
Senior Vice President-Human Resources
SBC Operations, Inc_

Paul R. Roth, 45
President-Consumer Markets
SBC Midwest

Mark E. Royse, 44
Senior Vice President-Call Center
Transformation Project
SBC Operatlons_ Inc.

Charles E. Rudnick, 51
Senior Vice President, Business Marketing
SBC Operations, Inc. '

Sylvia L Samano, 48
President-SBC Nevada
SBC Nevada

James 13.Shelley, 50
Senior Vice President-Marketing
Regulatory Enablement
SBC Operations, Inc.

Charles H. Smith, 60
President & Chief Executive Officer
SBCWest

James C Smith, 54
Senior Vice Pres_dent-FCC
SBCTelecommunications, Inc.

John J. Stephens, 44
Vice President & Controller
SgC Communications inc.

Joyce M. Taylor, 46
Senior Vice President-
Exti_rnal Affairs-North
SBC California

Van H. Taylor, 55
President-Network Services
sgc Southwest

W. Fred Taylor, 57
President

SBC DataComm, Inc.

Randy J. Tomlln, 44
Senior Vice President-Data Services
SBC Data Services, Inc.

Gall E Torreano, 53

President-Michigan
SBC Michigan

Michael J. Viola, 49
Vice President-Treasurer
SBCCommunication_ Inc.

Joe W. Walkovlak, 56
President & Cl_ief Executive Officer
5BC Midwest

Judy W. Walsh, 63
Senior Vice President-Government Affairs
SBCTelecommunications, inc.

D. Wayne Watts, 50
Senior Vice President &
Assistant General Counsel
SBC Operations, Inc.

Lore IC Watts, 47
President-External Affairs
SBC West

Stephen G. Welch, 60
Senior Executive Vice President-

Sales & Customer Experience
SBC Operations, inc.

Angiollna M. Wiskocll, 51
Senior Vice President..
Network Services Staff

SBC Operations, inc.



STOCKHOLDER INFORMATION

Toll-Free Stockholder Hotline

Call us at 1-800-351-7221 between
8 a.m. and 7 p.m. Central Time Monday

through Friday. TDD 1-888-403-9700

For help with:
~ Account inquiries
~ Requests for assistance, including

stock transfers
~ Information on The DirectSERVICE™

Investment Program for Shareholders

of SBC Communications inc; (sponsored

and administered by EquiServe Trust

Company, N.A.)

Written Requests
Please mail all account inquiries and

other requests for assistance regarding

your stock ownership to:

SBC Communications Inc.
cio EquiServe Trust Company, N.A.

P. O. Box 43078
Providence, Rl 02940-3078

Please mail requests for transactions

involving stock transfers or account

changes to:

SBC Communications Inc.

cio EquiServe Trust Company, N.A.

P. O. Box 43070
Providence, Rl 02940-3070

You also may reach the Transfer Agent

for SBC at their e-mail address:

sbc@eguiserve. corn

The DirectSERVICEna Investment Program

for Shareholders of SBC Communications

Inc. is sponsored and administered by

EquiServe Trust Company, N.A. The

program allows current stockholders to
reinvest dividends, purchase additional

SBC stock or enroll in an Individual

Retirement Account.

For more information, call

1-800-351-7221.

Stock Trading Information

SBC is listed on the New York, Chicago

and Pacific stock exchanges as well as

The Swiss Exchange. SBC is traded on the
London Stock Exchange through the
SEAQ International Markets facility.

Ticker symbol (NYSE): SBC

Newspaper stock listing: SBC or
SBC Comm

Information on the Internet
Information about SBC is available on

the Internet. Visit our home page on the
World Wide Web: wwwsbc. corn.

.Annual Meeting
The annual meeting of stockholders

will be held at 9 a.m. Friday,

April 30, 2004, at:

Hyatt on Capitol Square
75 E. State St.
Columbus, Ohio 432'l5

Independent Auditor

Ernst & Young LLP

1900 Frost Bank Tower

100 W. Houston

San Antonio, Texas 78205

Requests for' 10-K

The SBC Form 10-K, filed with the
Securities and Exchange Commission,

is available in paper form by request

and also is available on our home

page on the World Wide Web:
www she. comlinvestor relations.

Investor Relations
Securities analysts and other members

of the professional financial community

may call the Investor Relations Hotline:

210-351-3327

General Information —Corporate Offices

SBC Communications Inc.

175 E. Houston

P. O. Box 2933
San Antonio, Texas 78299-2933
210-821-4105

Printed on recyded paper
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STOCKHOLDER INFORMATION

Toll-Free Stockholder Hotline

Call us at 1-800-351-7221 between

8 a.m. and 7 p.m. Central Time Monday

through I_riday. TDD 1-888-403-9700

For hel p with:
• Account inquiries

• Requests for assistance, including

stock transfers

• Information on The DirectSERVICE TM

Investment Program for Shareholders

of SBC Communications Inc=(sponsored

and administered by EquiServe Trust

Company, N.A.)

Written Requests
Please mail all account inquiries and

other requests for assistance regarding

your stock ownership to:

SBC Communications Inc.

do EquiServe Trust Company, N.A.
P. O. Box 43078

Providence, RI 02940-3078

Please mail requests for transactions

involving stock transfers or account

changes to:

SBC Communications Inc.

c/o EquiServe Trust Company, N.A.
R O. Box 43070

Providence, RI 02940-3070

You alsb may reach the Transfer Agent

for SBC at their e-mail address:

sbc@equiserve.com

The DirectSERVICE TM InVestment Program

for Shareholders of SBC Communications

Inc. is sponsored and administered by

EquiServe Trust Company, N.A. The

program allows current stockholders to

reinvest dividends, purchase additional

•SBC stock or enroll in an Individual

Retirement Account.

For more information, call

1-800-351-7221.

Stock Trading Information

SBC is listed on the New York, Chicago

and Pacific stock exchanges as well as

The Swiss Exchange. SBC is traded on the

London Stock Exchange through the

SEAQ International Markets facility,

Ticker symbol (NYSE): SBC

Newspaper stock listing: SBC or
SBC Comrn

Information on the Internet

Information about SBC is available on

the Internet. Visit our home page on the

World Wide Web: ww_.sbc.com.

Annual Meeting

The annual meeting of stockholders

will be held at 9 a.m. Friday,

April 30, 2004, at

Hyatt on Capitol Square
75 E. State St.

Columbus, Ohio 43215

Independent Auditor _;,

Ernst &Young LLP .,,: -

1900 Frost Bank Tower

100 W. Houston

San AntomO, Te.xas_.,78205

Requesp i0-K
The SBC Form 10-K, filed with the,

Securities and Exchange Commission,

is available in paper form by request
and also is available on our home

page on the World Wide Web:

www.sbc.comlinvestor relations.

Investor Relations

Securities analysts and other members

of the professional financial community

may call the Investor Relations Hotline:

210-351-3327

General Information - Corporate offices
SBC Communications Inc.

175 E. Houston

R O. Box 2933

San Antonio, Texas 78299-2933

210-821-4105

Printed on recycled paper
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~SBC Communications Inc.
175 E. Houston
P. O. Box 2933
San Antonio, Texas 78299-2933
210-821-4105

ISBC Communications Inc.
175 E. Houston
P. O. Box 2933
San Antonio, Texas 78299-2933
210:821-4105
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) I' ' '

gm RF."' "5'A/3'i c'ation:of '8'a&Mw'estern 'Be31 '', "I'! ''
II, gRQER ',

,
" " ", 1-I

'co'aieunic4t9. ons:Services, xncs DBh. ' ': )',. AppRQvXKG:
Bouthvestern Bell K,one Distance for )' CSRZXPXCATE
a Certificate of Public Convenience )
and gecessity to provide Xntzastate }
geliecoxmunications Services within )
0he, Stats of South Carolina and
Request for Alternative pecJggag$, pn, )

I

I

IThis' Imatter comes befoxe the Pub1ic Service Cdmmi. eej.on oZ
I

South CarcIlina (the "Commission") hy way of th'p Application of:
'SouthwesteIx'n Be3,3. Communications Services„ Inc. 6/5/a SouthwesterxI,

I I I

Sell Kong-, 9istance ("SSCS Xnc-" or the "Co&pa&y") requesting a''
I

Certes. gj, cate of puh3. ic Convenience and gecess$, ty' authorizing it:&o'.'

operate as' a xesellex' of intrastate intexexohange
I

, , teleeeueIuulgeahieue eerViuea, eithirr, the. Sutta. eog Snuth Care3iua~.
~

I
I I I I

I
'

I'
I I

Tb C p~' 'Appl' p 0 8 f 1 d, p weal t. tp S.Cy 8 85 An
I

'I

I

558-9-286 l(Supp. 3.996) an8 the Re~lations of th'e SuMio Servicd
I

COIMRission . of South Carolina. By its Application. SECS Inc. a3:so

eecpxeste4 Shat it be grante6 regulatory treatment similar to that
I

granted to, ATILT CommunicationS of the 8outhern States, Xnc.

The C

public. sh, d

("ATILT") bjr Ox'ders No. 95-3.734 and, 96-65 in Docket No„ 95-663.-C ', '

mmission's Executive Dixector instructed SECS Inc. to
I
I

e t9me, a pLeyaz'ed Notice of Fi3ing in newspapers og .
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" "BEFORE
I

THE PUBLI_ SEEVI_E COMMISSIOn. OF

SOUTH CAROLINA

DOCKET NO. 97_313-_ - 01_ER NO. _8-45

JANUARY 26, 1998

' "'i_N R_';"i_._ c'at.lon :of_'S'._u_.hwezbb_,n'Bell."',"i='_ ,)_,,_EIIE_.'',.' " ':
"- 'Co_unic_itidn_i!S_vices, Iztc_ D;BA )i APPROVING _ "

SoUthwestern Bell Long Distance for )= C_I_P_C_T_
I' _ . =

a Certificate of Publ_c conve_ence ).
andlNecesslty to Provide Intrastate )

_e_ecomm_nicatzons Services within )

the., State of Sou_h Carolina "and )

R_uest foe AiEernative Re_ulatlon. )
I

Thi_' imatter come_ before the Public Service COm_i88_n o_
:. I_, , .,

Sou_h car_iin_ [the "Commission") by way o£ th_ _pplica_ion of

i :

: =

!

i:
o

i'

I'
i : =

;; !',
I

i ;

!

.i:
• =

! :

I

"3outhwest_#n Bell Communications Services, Inc.. d/b/a 3outhwes_e_

Bell L_n_' i_stan¢_ ("SBCS _nc," og the "Company") _eque_t_ng _'

Cer_if£c_% of Public Convenience and Necessity authorizing it:to

operate as, a reseller of _nt_a_tate interexchange =
!

_le_o_:cat_ons _e_vgces.w_th1_ _he.$_._._ Sou_h .c_.r_na._ 1 ,] ,' ' ', ._.. _- " _ _ I_ , '' " '' .... :" : _" _ • _ ' '• 1 _ ,_
, • _ , _I; ;" , ' , .... ' : =,_ , ; ,' , ',_' _ _'

•he,.C_mpa_'s,!_,='Agpl'ida_ion was £1!ed puzs_ant. , t_. S,C4.,..d6d_ J_nn.._'i,,ti

'_58-9-28,0.!(Suppo 1996) _nd the Re_ulat_ons of _he Publl_ Se_viqd i
• i

commissio_.o£ South Carolina. By its Application, SBCS _ne. a_o:

_que_ed _ha_ it be gr_nte_ regulatory treatment s_ilar to _at

granted t_i AT&T Com_uni¢_tion_ of the So_thern State_, _nc, !'

("AT&T") b_ Orders No, 95-17_4 and 96-55 _n Docket No, 95-661-d.'.!

The C_mmission_s Executive D_recto_ in_t_ted _BC_ Inc, _o

publish+ _e tl_e, _ p_epare_ Notice of Filing i_ newzpaper_ oi

I =
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I
' general pggculation in thb affe'eked, areas. the purpose of the;. ;

notice pk;F& ilin9' Vae Cp inform interested, par0iee, of 8BCS Xnc. pS

~ "1;
kpy3, 9.cation and of the manner and time in chic to fj,3,e the

,eppenpninIi& payee&iinpe i'er pent:inipetien in the pneeee&iinp. spec
l &

Xnc. compl'ied with this instruction and provided the Commission,
I,

v3, th p ro0 f:"
I

, of publkcatkoh og tlirt NQtxce of p'llpng- . KQ. peth t.1065

e %as rece'i„ver' concer6ing sscS' xnc;~s AypXipahion. .

, xnf @as commence~ 0ÃL ~actuary ~ r l99~ p at ll" 00 &em. ( xn

'."t''Q Xnterve

beax'

the commission's Hearing Rpem. The Honorable Guy sutler,
I

Chairman, presided. . 88OS Xnc. ~as represented'hy Robert D. Cogi1e, I

& I

Remi. ree P~lorence P. 8'e3.ser, Staff Counsel, represented. the

Cam1missi pn p4@tf.

Thomas A. Sec%el, 8r. Manager —Regulatory for Southwestern

Bell KohileI Systems, Inc. , appeared and offered 4564 j.mony

Support pf~SSCS Xnc. 's App3. ication. The record reveal@ that 83&8,
I

Xnc z, s a $618%'are corporal', on anC is a %holi/'~0~ed subsidiary' of,

catipns, Xng. ("SEC")„a holding company pf one of the

x;5,g cOBkpa'ni+Ip'„, ',85CS ZAc e' iQ LultbpkxtRe8 ' to ~ 'tg@%8pg't, ' !:
South Caro3;9.na ai e. foreign corpora'tj, pn by th'e "Sputk.

I

cretary 02 State. Ac'cording to RL. Real&@3„ 8BC8 Inc;.

8'aC Communi,

,
" '; QIP$3, ger;~aLI

~ business ~d

Caro3. ina Se

proposes to(', offer 3.one distance services using resold Cransmissiin
!

services oKIunderlying Corri. ebs vhich are duly" certify', ed by the ~
'

I

Commission. ", l4r. haeckel explaine@ the Company's re@met for,
1

authority tb

south CaralgI

services o

provide interexchange telecommunf. ehtm. one

aa as a reseller The record reveals the

eration5. 'and, marketing procedures.

services in

Company 8
t
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"general c$_culatlon in th_ af_e'cted areas. The purpose of their:

Notice o_iFiling was to inform interested par_e_ of SBCS Inc's '

i '_ 'Ap_licatildh and of .the manner and time in whiOh _o file the :

.app_opria_ plead_ng_ for participation in the proceeding. SB_S
|,

. Inc. compllied with this instruction and provid_ed the Commission

: :.' w_th proo_iof publz_on o.E the N.ot_ce of' Fil_ng..No. Petltlo_ ' ,
'_'' , ' • "II " ' '"il ' , ' "' "".''.;' " ",,:" _" _' : , -'
,_',, , . . :; . , .. .... , , .... . ...: • ', : ! } ,: ; ,

..'t'o _te.r_e_e was re_e'ived co.ncerning SBCS" Inc,_s'Ap#_i=a_ioh. _ !!:" '

i /_ hea_in_ was :_mmenoe_ on January _, '199_, at ll:0O a.m. _ i_

the Comm-s _on's H_$ng Room, The Honorable _uy Butler,

Chairman, p.'resided. SBCS _ne. _as _epresented'hy Robert D. CO_,L_,}
_I

Esquire. _iorenue P. _'_Iser, Staff Counsel, represented the :
i:

"_-"" Commlss&on _taff.
9__?, .|

Thomas _ A. We_kel, St. Manager - Reg_l_ory _or Southwesterh

Bell aob_l_, SystemS, Inc., appeared and @f_e;ed testimony in

suppor_ of ISBCS Inc. 's Application. The _ecord reveals that SBbS

Inc. is a D_laware corporation an_ is n whelly_owned subsidlary_ bf:
::

, SBC Commun_atlo,s, InC. ("SBC"), a holding com, p

i_ any Of one of the i!

• . _., , ," ,.,; [ ,,. ,.:: ,.,,,,, , . ,'',, ,.:._,, ',- , _ . .,,,,. : ', .,

.,. , ,, '.,", . . • . . _si._¢t, , ..
• _,_ll _;_a_ _qg _ompanle@,. : S,BCS _nc.' i_ aut_0_i_e_ "tO _...... !!'.• , . " ' I _ : I ' " ' _ ' '

, Sou_h Ca.rolxna as a for_n cor_ora._ion by _h'e '_'Sout_ "[
';! |

Ca:olina S_#retary of State. According to Mr. weckml, SBCS Inc_.

proposes tO!!oEfer long distance services using resold t_ansmiss_6_

; ' Services o_ und_=lyln s _arriers which are duly' certified By the''

Commlss_on,l} Mr. Weckel explained the Company,s' request for. i _ ,'.'1 " _ '

_utho_ty _ p_ovlde intere_hang_ tele_ommumgcat_ons _e_vices _n ._

' South Carol_.,na as a _eseller. The record reveals _he Company's _"_-_ _.

': services, o e=atio_ and marketSng procedures.
I i , i

! :

< i i:

: ' ,: .
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,i!' '.
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teehnical, '.-

servaess iln

ake3. also exylaine8, that. 88CS Xnc. 'possesses the

financial ac@ eanagexia3. abi3. ilies to provide its
I

South Carolina. Pins'3, ly, Hx. Reckel testified that

j' vous. 8 operate in accordance with the'Commission xu3;es;

I'cpu Xa'4i QrLB gukdelines, and Commission Orders-

Aft, er !
App3. x +8%5,'QP

Commission 'h

fu3. X coasihq;sation of the appZ. i,cabJe law,;.the, Comp~'q

, , @'Q8 %49 $&i58%56 pr944xLte@ a5 t;4e!hearing, ' 5he,
I

I

e Eehp issues its %784itkgs of fact @@4 conc3.usionS oZ
I

'i

P XHGS 0P PACT

g8 Xng. is organized @s a, coryoratim. .under the 2.ass of
I

Dele+axe and is authorize@ to go business as athe 8'ta'tQ

foreign cog

Secxptarjj

2. SB

pox'zL440Q xn the StiKte of Sou'th C8r63,'f58 bp the

K State.
I

CS Xne. operates as a non-facilities based, reseller of

interexchan

C8XQ13.88»

ge services @Ac! wishes to provi68 its services ill South

BB
I

; . resource@ t

Is

8 xsc. ,h88, ;tkl6."expe'rf+xlce, , ', c8'phFkL3-'x,
I

p provide'the services aa describe@. '
I

CQlWCMSX088 CS' hL%'

same ZAN

Ride Area T

ke8 on the above find'ivies of fact, , the commission
I

at a Certificate of. Public Convenience and Mecesef. tg
anted to~SECS Inc. to provide intrast". ate interXATA
I

'to or$.@inane an@ terminate to3,3, t'raffic within the

s set forth herein, through the resale of intrastate .
I

3.eeouununzcations Services (MATS), Message
I

, 1

d
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I
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!
!

TeleoomeuzIications Servicb (Ã'zS), Poreipn Exchange Service,
!!' Ije Servi. ce, or azLy other services authori. wed for resale, :

!of carry. erg aypx'oved hy the Commission.
I

DOCKET 80.
JANUKRY 2
pwsz 4

P z 1.vate Ere

by tat'itive

2. The Commission adopts a rate desi, gn for SBCS Xnc Coz,
l

its resale. , 'of residential services which inrlugeg only maximum
'

,rate 3.@veil fox' each tq, riff eh@,rye& A rate;„structure
"I

",ieeoryezatfng maximum 'i;ate levels with the .flexxhk. lity fax'
I

adjustment:below the maxi. mum rate levels ha's been prev'$. ously

1 8bt', h

'Communications cox' oration, etc. , Order No. 84-622, issued, ia
I I

Socket No. ~'.84-3..0-C (August 2, L984).
)i

f
(! i

'. SPECS Inc. sha3. l not adjust its residqnt'ia3, rates helot.
I

the approving maximum level without notice to the 'Comm). ssidn and, to,
Ithe public. ' 'With regard to adjustments to residential rates, SBCS'

I

Xnc~ shall ifxle its p2'Spoked, rate chelng'eely pgML817, its 'notice Gf
i I

eurh changes„@n4 Ci3.e affidavits of publication with the

Commission', two weeks prior to the effective date oK the changes'. '

II.
.i .

$ ~

I'

Sc465'Yew)
i I

' 'no& 'ie~XeJ
I

which do no

~ ~
!e. pubs. :c:6o@tee, re je'%~event: .i6" 'wi~veC~

I an4 'theeegore.
I

'I
1

y fox' recfuct:X0%8 below 'the %Sled'xslum NB p in 9ixlst. BIaces
l

t affect, the general body of subscribers ar do not,

const3. tute
8 z'i, nt !-o

Ho. 84-10-C

a penes'el rate re8uction. xn Re: A lxrata. on of GTE
I

UXL9.rations p et+a p Qx'le%' So ~ 93 638 g issued in Dbcket!
i

(July 16, 3.993). hey proposed increase in the maximum

reflected zN, the tax'iff which v'cults be aypj, fi, cab', e to ',
'body of the Company's subscribers shall constitute d;

general rat Pmaki. ng proceeding an8 will be treated, in accordance

I

i

I

I

J

"'4,

i !

,,, J=
., .. , |

•.-' _.

! .

z

!

• L

i

I"
!

DOCKET NO.I::97-313-C - ORDER NO.
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I'

98-45

I °

, !

, j |

Telecommunications Servi_b (_Ts), Foreign Exchange Service,

_rivate Lie Service, or any _her services authorized for _e_e I

by tariff_i!of carriers approved by the Commission. _ :

2. _he Commission adopts a rate design for SB_S Inc_ fo_
. i

"its Eesa!ei of residential services which includes only max£mum.

rate level_ for e_ch t_ri£_ charge_ A'ratei,St_u_tu_e _ _{' '_'i

':i_co_pera_ng maxim.um_te levels w_h the'.fle_£_£1i_y'_ _ _.
|,

ad_ustment!_below the maximum _ate levels ha_ been p_e_ously _

adopted by%the Commission. In Rez A_plicatlon of GTE S_rin t

'' _ !

Communications Corpor_t£on0 etc., Order No. 847_22, _ssued in i
_; ..... . ..... _

i ! :
Docket No=._84-10-C (A_uSt _, 1984). i.

li
_ [SBCS Inc. sh_ll no_ adjust its resla_n_al rates belowl.

"the app_ov maximum level without notice to the _ommlssi0n and, to, ,

the publlc_ With regard Co adjustments to residential rates, SBCS

inc. shall;_ile its.proposed rate chan_es_ pl_blish its notlc_ o_:

such changes, and f_le affidavits of pDblication with the i

_ommission!two weeks prluz %_ the effective da_e o£ _he _h_nges:'

which do 'n_ a_fect the general bo_y of subscribers or do no_ i!

, i
constitute }a _ne_al rate reduction. In Re= Application of GTE i'

SPrint Co _ni_..a.ti.0ns, etc., o_der No. 9_-_38, _ssued in Dock.eti
i' ! :

No. 84~10--_ (July 1_, 1993). Any proposed increase in the me_ilum

rate level $eflect_ i_ the tariff which would be applicable tol_.

l!body i=the general of _he Company's subscribers shall constitute _i
!

general rat_makin_ p/oc_i_g a_a will be treated in accordance!:

I i,

] i,I
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I

with We nP

I
1

tice aced;'hearihp provisions of S C. Cade Ann.

55S-9-540' Supp. 1995).
ith respect to business service offerings credit. c@.ipse ~

I

I Is&zv'ices g 8lgex'Gator kervxces g and O'Llst&mer Qe'two%'R Qjfeg'i n+8 g

0gs will be presutaed, v'ali8 zpoxL Xiling'. Xf'the

,ixLstitutes an investigatj. on of .a, pagticf, u3.a.a siting
1

( 7 j' da+8 l, Qi1Mxl the' t8.x'xf f f5.3.'iQQ +43.l he s'Ll'speaKPB'0l
1

er Order of the Commission. ~y relaxati'on xri the

Qp@mi 5Fiion
1

I I
' 'within se'v, '

until forth

iso,r ' MS.T.
1

CB Inc. is subject to access cha, age@ pursuant tq
I

rd, er 'No. 86-584, in which the Commission daterm9. ned:.

cess purposes resellers should be treated. similarly to

Commission 0

couture repOYting requirements that may be adopted for AT@'f shal3.
I

)

I

apply to 8'BUS Xnc. a3.so. Staff is instructed to mamitox. ' Me
'I 1

Company using +'he same monitoring pL'ocess an@ techniques as 8,re:

I

I I

(

1

facilities-b @866 intetexchaQge caz'riers.

f
~ )

1

. . ' 'I;;5Q+Qs'@ l",' 'ShIO
1 I

' oyerat'. or", Isi~
I I

SIP

inte LexchiKQp'

Carolina baal t3xis Commission. XZ SBC8 Inc. changes underlying

carriQx'8 g ig sha13. notify 'the Commission iQ o'rS, ting

j.th regard, to the Company's regal. .e of service, an
i

I

I)1'6; 56. )fbi)I';ALII:eC):IISI a Ife~e'I )'6fLideXChe'N )!ff)af'Z'itl8'r I)ff::
II

vi.ck,provide'r iC the e'68-'User sb'&165ile8;-
I

CS inc. shall resell the services of on],y those
1

I

e caw'riess' or lBCs authorised to Co busixLegs iv South

'I
I

I
)

8.
calls vithi
oK Order gp

tb r'egards to the origin@tioxL and teimination of toll, '..
I f

I 1 i

the same KATA& SBCS xnc. shal, 3. comply' with the terms:
I

93-452, Order Approving Stipulation ad@ Agreement 5.A.

f

!
l ~

'I
I

'

f

!

i
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I"

with the n_tice I _nd:hea_ihg provisions of s_ C:, Code Ann. : :
# i P

•_. b :

' S58--9-540' $_pp. 19951 . ' . , ,

• . , 'o£f4 _. ' : ,4. ,_ith respect to business service _ngs, credlt card ';
g

I!

services, uperator _ervices. and customer net_drk offerings,
(

|,

tariff fili_%ss will be p=esumea valid _pon _il_'n 9. Iff'the . : :

Cozu_issionl,inst_tutes an investigat._on of .a, p.a,_t,i_ut,a_ ei&i:ng i.{ i 'i"' "

' w_th_n" se_ (7'1'_aysi: %'he_ the' ta±'_ff fi2_n_ 'w_l.'lb_ susp_'_edi ! - '_

!
' :, until furt r Order of the Commission. Any relaxation, in' the , 1

future repo_ing _equ_rements that may be adop.ted _or AT&T shali ,

ap_ly to S:_CS,ZnC. also. Staff _s instructed to monitor" the ' i
% ,
• °

Company using the 'same monitorin 9 p_oeess an_ techniques as are _ '

_, used to .moe [t_I _ATET..
|

5. ._ _CS Znc. is subject to access charge p_ffsuant to

i '

Commlssiun O=de='No. 86-584, _n whi@h the Commission aeterm/ned" : '
I

tha_ for a_ess pugposes, re_elle_s should be treated'similarly £o : i

£acilities-_ased interexchange carriers. " ;
J

: 6_ _',ith regard t:o the Company's _esale of service, an : :
; |

,, . : ,,,: ,, , !. _, _ ,'_',,_,_",.... :, _:,',,::,'"_,,.!.
i

i :.... ...... , • .. :,,,.....: !:::i ": '.:_,.._,,,, .: .,:,,, :':,_'.:,. v . ........ . ..... , ,. . :• . ,, ,'- .....:_ . ,. , , ,, .. . ., . , . ,. . I ,' ,':
""'_' " operat,6_c!'i_,, .vz'.c_ ;prov, ad_e_ _._ the end-user so'_deS:i.re_:. . ,. I_'I ,

! i 7. S _CS znc. shall resell the services of only ,those

, inte_exchan_e c_rr£ers' or LEC$ authorized to do bus_ness in Sou_

, Carolina byl,this Commission. Zf S_CS Znc. ¢han_es underlyin9 ,. , ,
:

carrie=s, it shall notify the Commission in w_£t-in_, i ,
; ,

: , 8. _:Lth regard to "the o_i_in_tion and _erminati_n of tolli:i.

"-7" calla w_thi: _he same_ DATA,. $BCS Ing. shall compl_/ wi_h the ter_ _

;i of O_d_r No ' 93-4_2, ;Order Approving Stipulation a_d i%greement, _n_:
!

m ! . _

; ! I

1 ! . , I,I'
, !
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l

I

t
I.' 92-182-c, 9Z-l8R-C, and M-ZOO-G (June 3, 19S3).

I
I

ISBCS Inc. shall fi le surveillance. r ego rts ' on a calenda r:,
I
I

I I

jear basis with the Commission as e'e~ix'ed by Order 5o. Il
I

DoChet SOS

88-178 in Docket No. S7-483-C. The proper form for these reports I
I

ig indicate d oa Mtaehment A.

I
I

pvs6emer relation (complaint} matters, engKneerinq operations,
I

10. ~she Company. shall. , in compliance wi„tg, .coqunisgion . .
I I .' f I I

xe'gglationg, 'deisj. ~ate. and maintain an aetharz'ied ut&1ity ' ' '

I

repz'esentaI, "ivy vho is prepared to discuss, en j regulatory level,
~

tests a58.

goggle. gsion

he contact

as emerge+

shall Sile
represent. a4

1

'@pairs. xa. addition, the Company shall provide tp the '.

I

'ia, writing the name of the authorized. repreqentativeI to,:
)

p in connection with general management duties as vela„
I

mes which occur during non-office bdurs. BBC$ Xnc.

the names, addresses and telephone xIumhers of these
I

i~es with the Commission within thiity (30} days of
I

I

xegvlatM'y compliance /ex'sonnel. Fu;,rther, the Compass
I

II

+y' Jog'~ ."QLR Comme ssxon .xn' twxa'tg Qgi'zg /he
~ ~

t

!&eplacecl r @AC the C6mpRAp" &Isl Cix'ectIed' to
I!the Commission regulations unless waived, by Hie

name(s) of

, sha13. "pram
i .t': ~

~ I I

' ' "L&pK'eseR. ta
I

comply %Pi't

comiaission.

x'ecei pt, of ', this order. Attachment 8 shard. he used to file the
l
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) , ,DoCket NOS!! 92-182-C,. 92-183-C, and 92-_00-C (3une 3, 1993)o

9. BCS Inc. _hail file s_v_llance, repo_s'_n a ealenda_i
I,
II , i

O_ fisoal _ea£ b_sis with the Commission as _equ_red by Order No. i

88-178 in _ocket No. 87-483-C. _he p_oper form £oz these repo_tsi

is indicated on Attachment A.
I,

10. _h C'ompany. shall, _n co_pllance w_th .C_mmzsszon. i

:I_ ' i . : _.. .- i.'

repcesenta_ve _o is prepared to d_sduss,'on _ r_latory leve_',

_ustomez re_ti_n (complalnt) matters, engineering operations,

tests and _'_Pa_rs" zn addition, the Company shall, pro_i_e to the.

Commission _n writing t_e n_me of the a_tho=iz4d representative!tol

b - 1 .... :e _ontact1_ in connect!?n wl_h _eneral m_nage_ent duties as well

as emergencies wh&ch occur during non-office h_rs. SBCS ZnC.
!

shall file|_he names, addresses and _elephone _umbers of th_s_

repreSenZa,_ives with the Commission within _hi_ty (3_) d3ys of

receipt of ithis order. A_tachment B shall be _sed to file the '

name(s) of regulatory compliance _ersonnel. Fulrther, the Company

• ,,_ ....... _. _. - " :. , ,, ! '__y _o_fy the C_m-_ssxDn ,_n,y_a_ ,,_f_4 ;, ",,
.... "": ..... .:' "' " ' "" .... ' :]i

' ,." : :"'. ' .... " ' "'_" , "':, " _:i 'i '
_ _ ,, ; _ , • s , , .,I , '... " ".V S:a_e :_ _laced, an_ _he C_m_any _s. _ire_e_:to _I .

• "., ; ' _ . .' {_i
the Commission regulations unless w_ived by _he

Commi ss ion.
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ATTACHMENT AI

'I

1

I

I

I

CQHPAMT NANSEI'

ABBESS. \

I

l
I

FEX gO.

AR~kL XNPOEKMXQH Og SQUAB CLOROX ISA OPEBATIOES

P'OR 72PZEREXCHAMG~ CQKPAHXK8 AND &OS'S
I

I

CITY, S&A&zg, ZXP 'CCDF PBbgg gUKBRR
I

( X ) SOUTH ~OLZNA OPERATING REVENUES POR THE 3.7 Kgb'ging ggP&NG
DECEMBER,",31 OR FISCAL XRAR ENDINGS

11

(2) SOUTH CA'40LXNA OPERATING KXPEMS88 FOR TSR 3.2 'NON'THS EÃ&&80
D'ECRKRER'. ;31 OR FISCAL YEAR ENDING

(3) ~TF. BASj X~STAT Xm SOUTH eaSOum ereemXOmS~ FOR ~~
MONTHS Zliblg6 MCERBER 31 OR FISCAL VZAR Hmoxme

THIS MQQLD XMCMQE GROSS PLAN'r, ACCUMULATED DRPRRCZZTXQN,
KATERXA 'S AND SUPPLIES, CASH CORKING CAPXTAXi CONSTRUCTION
NORE XS(',PROGRESS, ACCULTURATED DEFERRED XPCOgE TAX,
CQNTRXBVTXQNQ Xg gQD Og CONS'gRUCTXQM AND CTJSTO55R DHPOSXTS.

(4) WREST'S:'CAPITAL STRUCTURE+ AT DEQEKMR 31 Q5 FXSCM' 'ZEAg i

t:
j'

ENDING

, .*„ , THXS. 'Rd

!.' . i;,
' Pk~xs

i
I

(8) PARENT' S
ZmaEDDED
DRCRKBRR

I

9 XRPX,PBB AXjX LONG TERM .DEST (NQI'. TER,,-CURRRHT PORCX/H ~

PRm&RRFD'iVeCX' +AD COmmcv ZgizgV. '~&'"j'

FNSRDMD COST'PERCENTAGE (4) PQR LONG TERN 588T 'AND

ACCOST PERCENTAGE (0) FOR, PREFERRED SNOCK AT TEAR ENDING ';

31 OR FXSCAF YEAR R51DXMG

(6) M.X, DZTkk
A5OTJNT Of
HELL AS g
(SEE 43 A

hS ON TBR ALLOCATXON HETEOD USTED 'gb .DSTERNH78 THE
EXPENSES ALLOCATED TO SOUTH CAROK, XNA OPERATXONS AS I

PiTEOD OP ALLOCATXQN OF CONFAB@''5 RKTK BASK XMVESTRBMZ
BOVE) ~

SIGNATURE

INAXE PLEASE TREE OF PRINT)

I

4,

, ,,
i
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ATTACHMENT /_ i

.... ,zi "--
_ •

i:

A_UAL INPOP._L_TIO_ ON S6_T_ C-AROLZ_A OPEI_TIO_'S
i:

(; FOR INTEREXCHANGE COMPAIT_ES AND AQS" S
i

i

!

: ' :I ........... FEI NO. ,...

: C_TY, STATE r-!!ZiP. 'CODE : PHONE R

i

!

i

!

a _

i
ii

i :
i

t

I :

z (i) SOUTH CArOLiNA OPERATING R_VENUES FOR THE i_ 'MONT_S ENDXNG

. DECEMBER}'31 OE _ISCAL YEAR ENDING ,

(2) SOUTH CAROLINA O_ERATING EXPENBES FOR THE 12 :MONTHS ENDING

DECEMBBR:I31 OR FISCAL YEAR ENDING : .

(3) RATE BAS_ INVESTMENT IN SOUTH CAROL_NA O_RATIONS* FOR 12

MONTHS E_D_NG DECEMBER _i OR FXSCAL YEAR 'ENDING .....

: ! * TH_S WOULD INCLUDE GROSS PLANT, ACCS"MULATED :DRgRECII%TION,

MATERL%._S AND SUPPLIES, CASH WORKING CAPITA]i, CONSTRUCTZON

; WORK _N_IPROGRESS, ACCUMULATED DEFERRED INCOME TAX,i
: CONTRIBUTIONS II_ A_D O_ CONSTI_UCT_ON AND CUSTOMER DEPOSITS.

(4) _AEENT'S:_A_ITAL STRUCTURE* AT DECEMBER 31 O_ _XSCAL YEAR

ENDING J'
f, _ _1

_ -- -_ ;----

.. :..,,. <,o,. i,.: _; ';,., ,:. :e_"._,_-_).ii. _'_E_._OC_' _D ,eomzo_..=_z:_: ",' ", "_i: ::"." :.,_' ':f.- : " • ill : ' '' ' '' ' 1' " . ' " ' ; ,
";_ [" • li, : ' "' '" ' " ' ' "' I ""

, (S) PAI_ENT'_SI_EM_EDDEb COST'PERCENTAGZ (%) FOR "LONG TEEM ,_.E_T iAND !,;, ,

', F_,MBEDDED_ ]_OST PERCENTAGE (%) _OR PREPERRED STOCK AT YEAR ENDZ_G

,,

: _ (6) ALL DETaiLS ON THE AL_OCATZON METHOD USeD TO-DETERMINE T_E !

: AMOUNT 0_" EXPENSES ALLOCATED TO SO_TH CAROLINA OPERATIONS AS i"

! WELL A_ _THOD OF ALLOCATION OF COMpi_r_ F/_TE BASE INVZSTMENT

(sz_ _3 A_OVE). i
: _:' !.

--" f' -- i '

' SZGNATU_E , I' " " --" ......

!

} " 1 ! ' ! •

: i I" _ l

i I t '

TOTlaL P; 18

'- ii'
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BPIiORE

THE PUBLIC SERVICB COMhGSSIGN OP

SOUTH CAROLINA

DOCKPT NG. 2003-361-C - ORDER NG. 2004-228

JUÃ830, 2004

IN RP; Application of Southwestern Bell
Communications Services, Inc. d/6/6 SBC
Long Distance for a Certi6cate of P'ubllc

Convenience and Necessity to ProvMe Resold.
and Facllitles"Based Local Exchange
Telecomxnunications Services and for
Flexible Regulation ofits Local Exchange
Services.

) ORDER GRAQTING

) MOTION POR
) EXPEDHRD REVK%'

) AND APPLICATfON FOR
) AUTHORIIY TO
) PROVlDF. LOCAI.
) EXCHANGE SERVICES
)

This matter comes before the Pubbc Service Commission of Soutb Carolina (tbe

"Commission" ) by way of the Apylication of Southwestern Bell Communications

Services„ Inc. d/b/a 8BC Long Distance ("SBC" or the "Company"') requesting the

authority to provide local exchange service in South Carolina. SBC is presently certified

to provide intrastate interexchange telecommunications services within the State of South

CaroUna as authorized by this Commission in Order No. 98-45 issued January Z6, 1998,

in Docket No. 1997-0313-C. Sm,ce 1998 the Company has provided, interexchange

services in South CarolinL By this Application, the Company plans to offer local

exchange services to South Carolina customers on a resoM and faciHties-based basis.

~er, SBC requests that the Commission regulate its local telecommunications

services ig accordance with the principles and procedures established for flexible

regulation in Order No. 98-165 in Docket No. 97-467-C.

.o

VV 18 /..V, /.VV'T

Exhibit 3

BBFOR_

THE PUBLIC SERVIO_,,COMMISSION OF

SOUTH CAXOLINA

DOCKET NO, 2003-361-C -ORDER. NO. 2004-228

t

30, 2004

IN R.E: Application of Southwestern Bell .
Commur_icafions Services. Inc. d/b/=t SBC

Long Distance for a Certificate of P'_tbllc
Convenience and Necessity to Pxovide. Resold

and Facilitles-Based l.,ooalExchange

T,¢lccommunlcafiom Services and for

Fl_ble Regulation of its _oal Bxohmugc

Services.

) ORDER GI_G

) MOTION ]FOR

) EXPEDITED I_VIEW

) AND rePLICATION FOP.
) AUTHORrCY TO

) PROVIDE LOCAL

) BXCHANGB SERVICES

)

',...j

| •

This mattc_ comes before the Public Sin-vice Commission of South Carolina (the

"Com_ssion '_) by way of tho Applicatior_ of Southwestern Bell Communications

S_rvices, _o. d/b/a SBC Long Distance ("SBC" or _e "Company'O requesting the

authority to provide local exchange service in South Carolina, SBC is presently certified

to provide intrastate intcrcxohang_ telecommunications services within the State of South

Carolina as authorized by this Commission in Order No, 98-45 issued :_auuary 26, 1998,

in Docket No. 1997,0313-C.

servicesin South Carolina.

Since 1998 the Company has provided interexchange

By this Application, the Company plans to offer local

exchange services to South Carolina customers on a _old and facilities-based basis.

Parthev, SBC requests that the Commission regulate its local telecommunications

serdces'hl accordance with the principles and p_:ocedures established for flexfble

leg01ationin Order No. 98-165 inDocket No. 97-467-C,
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The Application of SHC was Gled pursuant to S.C. Code Aun. Section $8-9-280,

and, the Rules snd Relations of the Commission.

The Commission's Executive Director instructed SBC to pubHsh, one time, a

prepared Notice of Piling in newspapers af general circulation in the adTected. areas, The

Company complied. with ibis instruction aud provided, the Comrrjlssion with proof of

publication of the Notice of Piling. AT'etition to Intervene was received f'rom the South

C~oH~ Tel@hone Co&t on ("SCTC").

On February 17, 2004, counsel for the SCTC 61ed with the Corumission an

executed Stipulation in whkh SBC stipulated that it would seek authority only in non-

rural local exchange ("LPC") service areas of South Carohna and. not provide any local

I

service to any customer located in a rural incumbent's service area, unless and until SBC

provided. watten notice of its intent prior to the date of tbe intended service. SBC also

stipulated that it was not asking the Commission to make a ending at this time regarding

whetber competition is in the public interest for xeric areas. SBC agreed to abide by.all

State and Federal laws and to participate to the extent that SEC may be required to do so

by the Commission to support universally avadable telephone service at a6ordable rates,

The SCTC withdrew its opposition to the granting of a statewide CertiGcate of Public.

Convenience and. Necessity to SBC provided, the conditions contained in the Stipulation

are met.

Gn Pebruary 24, 2004, SBC subsequently filed a Motion for expedited Review.

Along with the Motion, SBC provided the Commission with the Veri6ed Testimony of

Mr. Norman Vil. Descoteaux, SBC's Associate Director - Regulatory, and documentation

DOCKET NO. 2003-361-t; - ORE)EaR. NO. 2004-228

30, 2004
PAGE 2

The Application of SBC was filed pm,suant to S.C, Code Ann. Section 58-9-280,

and theRules and Regulations of theCommission,
I

The Com.raissJon's Executive Director _astrueted SBC to publish, one time, a

prepared Notice of Filing hl newspapers of general dreulafio_a ha the a/_'eoted areas, The

Company complied with this hastruction and provided be Coxm3aission with proof of

publication of the Notice of Filing. APetifion to Intervene was received from the South

Caro_rm Telephone Coalition ("SCTC"),

•On Pebram3r 17, 2004, coumel for the SCTC filed with the Commission an

executed Stipulation in which SBC stipulated that it would seek authority o_,y in non-

rural local exchange ("LEC') service areas of South Carolhaa' and not provide any local

I

service to any customer located in a rural incumbent's service area, u_ale_s and until SBC

provided w_ttea notice of its intent prior to the date of the intended service. SBC also

stipulated that it was not asking the Comxtdsdon to make a finding at this time zegard_g

wtlethex competition is ha the public interest fo_: rural arena. SBC agreed to abide by all

State and Federal laws and to parfidpate to the extent that SBC may be required to do so

by theCommission to support universally available tdephone servioeataffordable rates,

The SCTC withdrew its opposition to the granting of a statewide Certificate of Public.

Convenience and Necessity to SBC provided the conditions ¢o_taiued in the Stipulation

are met.

On February 24, 2004, SBC subsequently filed a Motion for Bxpedited P,.gvicw,

Along with the Motion, SBC provided the Cox_alsskra with the Verified Testimony of

Mr. Norman W. Deseoteaux, SBC's Associate Director - Regulatory, and documentation
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evidencing that the Company possesses tIN' 5nancial, operational, and managerial

resources required to provide high quality local exchange telecommunications services at

competitive rates, terms and conditions.

The Company additlonaoy requested the waiver of certain Comxoission roles and.

regulations. 8peci5cally, SBC has requested that the Conunission waive its requirement
I

under 26 S.C. Ann. Regs, 103-610 that it be required to maintain its books and. records in

South Carolina. The Compaoy states that it does not plan to establish oKces in South

Carolina and that all of the corporate records are maintairgd at its corporate headquarters

in Pleasanton, California. Pmther, the Company requests that the Commission waive the

requirement under 26 S.C. Ann. Regs. 103-631 that it publish and distribute a. local

I
I I

directory. The Company states that it wiH contract with the ILE~Cs to ensure that its

customers in South Carolina are included, in the applicaMe directories. FimQly, SBC asks

that it be permitted to maintain its books and financial records in accordance with

Generally Accepted Accounting Practices rather than the Uniform System ofAccounts.

HNDINGS OF FA.CT

1. SBC is organized as a corporation under the laws of the State ofDelaware

and. is authorized to do business as a foreign corporation in the State of South Carolina by

the Secretary of State. The Company's corporate headquarters are located in San

Antonio, Texas.

2. SBC was authorized, to operate as a provider of interexchange

telecommunications by this Commission in Docket No. 1997-0313-Cand now wishes to

expand its scavices to include local exchange services.

VV#, Z,.V. LVV"T
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._v

I "

ovid_oing that the Company possesses _8' financial, operational, and managerial

resources required to provide high qz_lity local exchange telecommunications services at

competitive rates, terms and conditions.

The Company additionally requested the waiver of oertain Commission ro.les and

regulatiom, Speolfieallyo SBC has requested, that the ComanJssion w_ive its requirement
)

u_tder 26 S.C. Ann. Regs, 103-610 that it be r,_ulred to maintain its books and records in

South Carolim. The Company states that it does not plan to establish offices m South

Carolina _d that all of the corporate records _re mainta_ed at its corporate headquarters

in Plcas_to_ California. Further, the Company rcqu_ts that the Commission waive the

j:equirement urider 26 S.C. Ann. Regs. 103-631' tb.zt it publish and distn'but¢ a local

i t I )

directory. Th_ Company states that it will oontraot with the ]LECg to ensure that its

customers in South Carolina are included in the applicable directories. Finally, SBC asks

that it be permitted to maintain its books and fhaaneial records in aceordmee with

Gerter_ly Accepted Accounting Practises rather than the Uniform System of Accounts.

r 0,.m oF FACT

1. SBC isorKanized as a corporation under _o laws of the State of Delaware

and }8 authorized to do business as a foreign corporation in the State of South Carolina by

the Secretary of State. The Company's corporate headquarters are looated in San

Antonio, Texas,

2. SBC was authorized to operate as a provider of interexehaage

teloeo_murfieatio_ by this Commission in Dooket No. 1997-0313-C and now wishes to

exp_d its so,vises to include local exchange services.,
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3. The Commission 60ds that SBC possesses the necessary experience,
li

capability, and financial resources to provide local exchange telecorrirnunications in

South Carolina, S.C. Code Ann. Section 58-9-280(B)(l).

4. The Commission 5nds that SBC wHl support universally available

telephone service at affordable rates. S.C. Code Ann, Section 58-9-280(B)(4).

5. The Commission further Gods that SBC will provide communications

services that will meet the service standards of the Commission, S,C. Code Ann. Section

58-9-280(B)(2).

The Commission Qads that the provision of local exchange service by

SBC "does not otherwise adversely impact the public interest. " S.C. Code Ann. Section

58-9-280(B)(5),

7. Following SBC's execution of a Stipulation with the SCTC, the SCTC

withdrew its opposition to the Application, No 6u&er protests or Motions for

Intervention were fQed m this matter. By SBC's Motion for Expedited Review„ the

Applicant has waived its right to be heard under S.C. Code Ann, Sec. 58-9-280.
I

8. The Commission 6nds that SBC has shown good, cause for the

Commission to waive the regiments that the Company maintain its books and records

in South Carolina under N S.C, Ann. Regs. 103-610, that the Company publish a local

directory under 26 B,C, Am. Regs. 103-631,and that the Company maintain its books and
I

records in accordance with the Uniform System of Accounts.
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3. The Commission finds that 8BC possesses the necessary expm'ienoe,

capability, and financialresources to p,ovide local exchange telecommunications in

South Caroliua. S.C. Code Ann. Section 58,9-280(B)(1).

4. The Commission finds that SBC will support universally available

telephone service at affordabIe xates. S.C. Code Ann. Semio_ 58-9-2800B)(4).

5. The Commission fuxthex firt_ that SBC will provide communicutions

servicesthat will meet the service standards of the ComudsSlon. S,C. Code Ann, Section

58-9-28003)(2).

6. The Commission finds that the provision of local exchange _ervlce by

SBC "does not otherwise adversely impact the public interest." S.C. Code Ann. Section

i

ss,.9-2soo3)(s).

7. Following SBC's execution of a Stipulation with the SCTC, th_ SCTC

withdr_ its opposition to th_ Application, No further protes_ or Motions for

Intervention were filed in this matter. By SBC's Motion £or Expedited Review, the

Applicant has waived its right to be heard under S. C. Code Ann, Sec, 58-9-280.

8. The Com_ssion finds that SBC h_ shown good cause for the

Commission to waive the requirements that the Compauy maLutaln its books and records

in South Carolina under 26 S.C, Ann, Regs. 103-610, that the Compauy publish s. local

dir_tory under 26 $,C, Ann. Regs.103-631_ and that the Company maintain its books and

records in accordance with the Uniform System of Accounts.

e,-

v
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CONCLUSIONS OP I,A%

The Commission concludes thAt SBCpossesses the managerial, technical,

and financial resources to provide the comp'etitive local exchange telecommunications
I

services as 'described in its ApplicatiorL

2. The Commission concludes that SBC's '"provision of sezvice will not
I

adversely impact the, availabiTity of affordable local exchange service. "
' 3. The Commission concludes that SBC will participate ia the support of

universally available telephone service at a8ozda51e rates to the extent that SBC may be

required to do so by the Comnnssion.

4. The Commission concludes that SBC will provide services that will meet

I
I

the service standards of the Commission,

$. The Commission concludes that'the provision of local exchange service by

SBC will not oth~se adversely impact the public interest.

6, Based on the above flings of fact, the Commission determines that a

Cer66cate of Public Convenience and Necessity should be granted to SBC to provide

competitive intrastate local exchange services only to customers located. in the non.-rural

areas of the state. The tezms of the Stipulation beta een SBC and. SCTC are approved, and.

adopted as a part of %is Order, Therefore, any proposal to pzovide local

telecommunications service to rural service areas is subject to the terzns of the

Stipulation.

7. The Commission. concludes SBC's local telecommunications services

shall be regulated in accordance with the principles and procedures established for

_P

r-
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C,.O.NCLUSIOI_S OF LAW

I. The Commission concludes thatSBC possessesthemanagerial,t_hr_cal,

and financialresourcesto provide the compbtifivolocalexchmge t¢Iccommlm_cafions
1

servicesas"d_cribed£uitsApplication.

2. The Commission concludes thatSBC's "provis:ionof servicewill not

adv.¢rsdyimpact the.availabilityof affordabl_localexchange secvicc."

• 3. The Commission concludes thatflBC willparfidpatoin the supportof

universallyavailabletelephoneserviceata:[f'o_bleratesto the extentthatSBC may be

requiredto do soby the Commission.

4. The Commission concludes that SBC willprovide s_ices thatwillmeet

i t!

theservicestandardsoftheCommission,

5. The Commission concludesthai'theprovisionof 1'ocalexchange serviceby

SBC willnot othci'wiseadverselyimpact theptiblicinterest.

6. Based on the above findings of fact, the Comafission determines that a

Certificateof PublicConvenience and Necessity shouldbe grantedto SBC to provide

competitive_ntrastatelocalexchangeservicesonlyto customerslocatalin the non-rural

areasofthe state.The terms of the StipMalionbetween $BC and SCTC areapproved,and

adopted as a part of this Order,

telecommunications service to rural

Sfipulatioa,

7. The Commission

Therefore, any proposal to provide local

service areas is Subject to the terms of the

concludes SBC's local telecomm_catlons services

shall be regulated in accordance with the principles and procedures established for
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flexible regulation 6rst granted to NewSouth Conmnunications by Order No. 98-165 ia

Docket No. 9'7-467-C. Specifically, the Commission adopts for SBC's competitive local

exchange services a rate structure incorporating nmximum Iate levels with the QexibiTity

for adjusttnent below the maximum rate levels that will have 'been, previously approved

by the Commission, Purlher, SBC's local exchange service tariff 61ings are presumed

valid upon Sling, subject to tjlc Cornlxllssion s right within thirty {30)clays to institute an

investigation of the tariff 6Hng, in which case the tariff King would. be suspended

pendiug further Order of the Commission. Further, any such taM Slings will be subject

to the same monitoring process as sixaBarly situated competitive local exchange camera.

Q E THEREFORE ORDERED, Ag JUDGED AND DECREED THAT:

I

l. SBC's Motion for Expedited Review is granted on the basis of the facts as

stated. in this Order and. on the basis that SBC has previously been found Gt to provide

telecommunications services in South Carolina gee Order No. 98-45), and the instant
v

Application seeks merely to expand. that authority to include local exchange services.

2. A Certi6cate of PubHc Convenience and. Necessity is granted to SBC to

provide competitive local exchange telecoxatnunications services, via resale or on a

fa0111tles-based b881si

3. The terms of the Stipulation between SBC and the SCTC are approved snd

adopted as a part of this Order. The Stipulation is attached as Order Exhibit 1. Any
I

proposal to provide competitive local exchange telecomxnunications services to rural,

service areas is subject to the terms of this Stipulation.

W'vl, LV, LVV_f l,Llni_l
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flexibleregulafioafirstgrantedto NcwSouth Communications by Order No. 98-165 in
,)

Docket No. 97-46%C, Specifically,the Commission adoptsforSBC's competitivelocal

exchange servicesa ratestructureincorporatingmax/mum ratelevelswith the flexibil/ty

foradjustmentbelow the maximum ratelevelethatwillhave been previouslyapproved

by the Commission, _rth_r, SBC's localexchange sexy-icetarifffil/ngs,ate presumed

v_d upon filing,subjecttothe Commission's fightwithintlKrty(30)daysto institute

inv_tlgationof the tarifffiling,in wldch case the tarifffilingwould be suspended

pending furtherOrder ofthe Commission. Fttrthor,any such _ filingswillbe subject

• ' Stothesame momtonng proces assimilarlysituatedcompetitivelocalexchange,carders.

IT IS THEREFORE ORDERED, ADJUDGED AND DECREED THAT: ,

I

I. SBC's Motion forExp@d_tod Re,_ew isgrantedon thebaalsof thefactsas

statedh_ thisOrdgr and on the basisthatSBC has previouslybeen found fitto provide

telecommunications so/vicesin South Carol_a _ Order No. 98-45),and the instant

•Applicationseeksmerely to expand thatauthoritytoincludelocalexchange services.

2. A Certificateof Public Convenience and Necessity isgrantedto SBC to

provide competitive local exchange telecommunications services, via resale or on a

fa 'cllities-based basis,

3. The t_s oftho Stipulation between SBC and the SCTC _e approved and

adopted as a part of tiffs Order. The Stipulation is attached as Order _xhibit I, Axxy
)

proposal to provide coznpefitiw local exchange tdecomrat_cafio_ services to rural

sel_ic¢ areas is su'bj_t to the terms of this Stipulation.
)
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4. SBC shall ale, prior to offering'local exchange services in South Carolina„

its final local service tariff with the CommissforL SHC's tariff shaH conform and. comport

with South Carolina law in all matters. SBC's local telecommunications services shaH be

regulated in accordance with the principles and. procedures established for flexible

regulation erst granted to Newsouth Coxoxaunications by Order No. 98-165 in Docket
I

I

No. .97-467-C, SpeciRally, the Commhsion adopts for SBC s competitive intrastate

local exchange services a xate structure incorporating maximum rate levels with the

Qexibility for adjustment below the maximum rate levels that will have been previously

approved by the Commission. Further, SBC's local exchange service ted& Slings are
I

presumed valid. upon Sling, subject to the Commission's right within thirty (30) days to
I

I

institute an investigation of the ted& Gling, in which case the tan8 6ling wouM be

suspended pendiug further Order of the Commission. ~er, any such taiiK Slings will

be subject to the same monitoring process as siu8atly situated competitive local

exchange carriers.

5. SBC shall be required. to comply with Title 23, Chapter 4'7, South Carolina

Code of Liws ~ which governs the establishment and. implementation of a Public

Safety Comxnunications Center, " which is more commonly known as a "911 system" or

"911 service. " Services available through a 911 system include law enforcement, 6re„

and. emergency medical services. In recognition of the necessity of quabty 911 services

being provided to the citizens of South CaroUn0, the Commission hereby instructs SBC to
I

contact the appropriate authorities regarding 911, service, in the counties and cities where

SBC will be operating, Contact with the appropriate 911 service authorities is to be made

',.IV l, LV, LVV'7
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4. SBC shall'file, prior to offering'local exchange services in South Carolina,

its final local service tariff with the Commism_n. SBC's tariff shall conform and comport

with South Carolina law in all matters. SBC's locaI telecommunications services shall be

regulated in accordance with the principles and procedures established for flexible

regulation first granted to NewSouth Connnunieations by Order No. 98-165 in Docket

I

No..'97-467-C. Specifically, the Commissk_u adopts for SBC's competitive intrastate

local exchange services a rate struotureincorporating maximum rate levels with the

below the maxunum rate l_vels that will have been previouslyflexibility for adjustment " ' '

approved by the Commission. Ftirther, SBC's local exchange service tariff fihugs are

presumed valid upon filing, subject to the Commission's right within thirty (30) days to

1 i I !

institute an investigation of the tariff filing, in which ease the tariff filing would be

suspended pending fiarthex Order of the Commission. Farther, any such tariff filings will

be mlbjeet to the same monitoring process as s_knilarly situated competitive local

exchange carriers.

5. SBC shall be required to comply with Title 23, Chapter 47, South Carolina

Code of" Laws Ann. which goven_ the establishment and implem_tafion of" a "Public

Safety Comm_mioatlons Center," which is more commonly known as a "911 systean" or

"911 service." Services available through a 911 systen_t include law enforcement, fire,

and emergency medical servio_. In recognition of the necessity of quality 911 services

being provided to the citizens of South Carolina, the Commission hereby instructs SBC to
i

contact the appropriate authorities regarding 9]. 1 serviee_in the counties and cities where

SBC will be operating, Contact with the appropriate 911 service authorities is to be made
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before beginning telephone service in South Carolina. Accompanying this Order is an

information packet &om the South Carolina Chapter of the National Emergeocy Number

Association ("SC NHNA. ") with contact information and sample forms. SBC may also

obtain information by contacting the 8911 Coordinator at the Ofhce of Xhforjnation

Resources of the South Carolina Budget and Control Board. By this Order and prior to

providing services within South Carolina, SBC shag contact the 911 Coordinator in each

county, as well as the 911 Coordinator in eacb. city where the city has its own 911 system,

snd shsU provide information regarding tbe Company's operations as required. by the 911

system.

6, The FCC in July of 2000 required all telecorrununications clriers
I

throughout the United States fo implement three-digit, 711, dialing for access to all

Telecommunications Relay Services (TPS). The Commhsion issued a memorandum in

March of 2001 instructing all Sottth Carolina telecommunications camers to irnplenMnt

the service completely by October of 2001. A3 competitive local exchange carriers

(CLPCs) and. incumbent local exchange carrIers (ILBCs) were instructed to include

language in their ts6ffs introducing 711 as a, new service offering with deployment by

July 1, 2001, and to translate 711 dialed calls to 1-800-'735-2905. All Payphone Service

Providers (PSPs) were instructed to modify their programmable phones to translate calls

dialed. as 711 to the assigned. TRS toll &ee number 1-800-735-2905 in order to route 711

calls to the TRS provider before October 2, 2001. Additionally, telephone directories,

were reqnu. ed to be updated and bill inserts promoting 711 were also required. SBC must

comply with the applicable rnandates. For complete information on comphsnce with this

"w

r
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before beginning telephone service in South Carolina. Accompanying tkis Order is an

information packet from the South Carolina Chapter of the National F.anergency Number

Association ("SC NENA") with contact inl_ormation and sample forms. SBC may also

obtain information by contacting the EPll Coordinator at the Office of I._format_on

Resources of the South Carolina Budget and Control Board, By tiffs Order and prior to

providing services within South Carolina, SBC shatl contact the 911 Coordinator in each

county, as well as the 911 Coordinator in each city where the cityhas £ts own 911 system,

and shall provide Lrffor_afion _:egarding the Compan3_s operations as required by the 91I

,system,

6. The FCC ba July of 2000 required all telecomm_ficafio_ carr_e_s

|

throughout the United States to implement tl_ee-digit, 711, dialing for access to all

Telecommunications Relay Services (TRS). The Commission issued s memorandum in

March of 2001 J.ustrueting _ South Carolina teleeontmu_cafions carriers to implement

the service completely by October of 2001. All competitivelocalexchange carriers

(CLECs) and incumbent local exchange Carriers (ILECs) were instructed to include

language in their tmSffs intr6ducing 711 as s new service offer_agwith d_loyaneat by

Juty 1, 2001, and to tr_slate 711 dialed calls to 1-800-735-2905. All Payphone S_o¢

Providers (PSPs) w_re instructed to modify their pro_ammablo phones to translate calls

dialed as 711 to the assigned TRS toll free number 1-800-735-2905 in order to route 7tl

calls to the TItS provider before October 2, 2001, Additionally, telephone directories

were requlxed to be updated mad bill inserts promoting 711 were also required, SBC must

comply with the applicable mandates, For complete information on compliance with this
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PCC and Comraission requirement, g5"' to the Comrrnssion's website at

h://www. sc.state, sc.us/reference/forms. as .'

7, 3BC is requited. to 61e annual financial information in the form of annual

reports and. gross receipts reports as required by the Corntnission. The annual report and

the gross receipts xepoxt will necessitate the 6ling of intrastate information. Therefore,
I

SBC' sM1 keep 6nsncial recoxds on an intrastate basis for South Carolina in order to

comply with the Commission's requirements for 6ling sn annual report and a gross

receipts xeport. The foxre SBC shall use to 5le its annual &ancial inforjnation with the

Commission can be fourid on the Comrrussion's web site at

h://www. sc.state. sc.us/reference/forms. as . The form is entitled. "Annual Report for
I

t

Competitive Local Exchange Carriers", and shall be filed with the Commission by April

'l" of each year. Commission gross receipts forms are due to be Gled with the

Commission no later than August 31"of each year. The appropriate form for remitting

information for gross receipts is entitled, "Gross Receipts Form for Utility Companies"'

and may also be found on the Commission's web site at

h, Nvvpv, sc.state. sc.us/reference. forms. as .

8. Additiona11y, SBC shall 61e with the Commission a rtuaxterly repoxt

entitled '"CJ.BC Service Quality ~erly Report. " The proper form for this report is

found on the Commission's website at htt:/twvnv. sc.state. sc.us/reference/femL

9. BBC shall conduct its business in compliance with Cornnnssion decisions

and, Oxdexs, both past and future, including but not limited to, any and all Commission

decisions which may bexendered in Docket No. 96-018-C regarding local corripetition.

"..._j'
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FCC and Comufission requirement, gb" to the Commission's website at

h ltp:l/www.pso.state,sc.uslroferencelforms,asp:'

7. SBC is requhed to file annual financial information in the form of annual

reports and gross receipts reports as requir_ by the Comraiss_on. The annual report and

I

the gross receipts report will n_ess_tate the filing of intrastat_ information, Therefore,
i

SBC.' shall keep financial records on an i_ ,trite basis for South Carolina in ord_ to

comply with the Commission's requireraents for filing an annual report and a gross

ree._ipts report. The lena SBC shall use to fi]_ its annual financial information with the

Commission can be fouhd on. the Commission's website at
f

h___ttp:llwww.psc.state.se.us/refer.ence/forms.as_. The form is _ntitled "Ann'aal Report for

,,
Competitive Local Exchange Carriers", and shall be filed with the Commission by April

14 of each year, Commission gross receipts forms are due to by filed with the

Commission no later than August 31 _t of each year, The appropriate form for remitting

information for gross receipts is entitled "Gross Receipts Form for Utility Companies"

and may also be found on the Commission's website at

http;//www,pse.state.se.us/reference.forms.asp.

8, Addiflomlly, SBC shall file with the Commission a quarterly report

entitled "CLEC Service Quality Quarterly Report." The proper form for this report is

found on the Commission's website at http:/lwww.psc.stato,sc,us/referenc, e/forms.asp,

9. SBC shall conduct its business in compliauce with Commission decisions

and Ord='s, both past and future, inoluding but not limited to, any and all Commission

derisions which may b_Tendered in Dook_ :No. 96-018-C regarding local competition.
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10. Por good cause shown, SBC is granted. a waiver snd, is hereby authorized,

to keep its books and financial records in accordance with GeneraQy Accepted,

Accounting Practices rather Clan the Uniforin Systexn ofAccounts method.

j,l. For good cause shown, SBC is granted a wai'ver of the roluirements that

the Company publish aud distribute a directory under S.C, Code Ann. Reg. 103-631 aud,
I

that it Qle service area mays with the Commission, SBC is ordered. to contact the

jncuinbent ILECs to ensure that the Cornpm3y's customers are included in the applicabIe

directory.

l2. Por good cause shown, SBC is 'granted a waiver of the requirement that it

Inaintaitr its books and records in South Carolina as required. under 26 S,C, AIIm. Regs.
I

103-610. SBC shall maintain its books and records at its corporate headquarters ig

Pleasanton, California and make such available to the Commission staff or employees

upon request Company's

UVI, /V, LVV'[ I ,/ II|lTI
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I 0. For good cause shown, SBC is granted a waiver and is hereby authorized

to keep its books and finaucial reCords in accordance with Generally Accepted

Accounting Praofi_es rather _n the Uniform _ystem of Accounts method.

1I. For good cause shown, $BC is granted a waiver of the requirements thst

the Company publish and distribute a directory under S.C. Code Ann. Rsg, 103-631 and

that it file service area maps with the Commissionl SBC is ordered to contact the

_ucumbent ILECs tO ensure that the Company's customers are included in the applicable

diz_tory.

12. For good cause shown, SBC is granted a w_ver of the requ_e_ent that it

rnaintai_its books and recordsin South Cm_lin_tas requiredunder 26 S,C,Ann. Regs.

I

103-610. SBC shallmaintain itsbooks and records st its corporateheadquartersin

Pleasant,on, Californiaand make such availableto the Commission staffor employees

upon their request _t the Company's expense.
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13. This Order shall remain in 6iQ I'face and effect until further Order of the

Commission.

BYORDER OF THE COMMKSfow:
I

Mignon L Clybma, oman

ATTEST,'

Bruce F, Duke, xeoutive Director

(SEAL)

": °
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13. This Order shall remain in full ]_rce and effect until further Order of the

hi

Commission,

BY ORDER OF _ COMMISSION:
i

i

ATTEST:

Bruce F. Duke,
i

CS AL)

:N',Agaon L. Clyb_vn, Chairman

| •
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rder Exhibit j.
gociret No. N03-361-C
Ol"der No. 2004-228
tune 30, 2004

CAPT Docket No. 2003-361-C

Re: Application of Southwestern BeQ Communications )
Services, Inc. dba MC Long Distance for a )
Certi6cate ofPublic Converlience and, Necessity )
to Provide ResoM snd Psc11xlles@ased Local Bxchange )
Telecommunications Services in the State ofSouth ' )
Carolha )

)

sm'TKATIDN'

The South Carolina Telephone Coalition ("8CTC") (see attactgoent "A" for list of

co&pKQes) Bnd Southwestern HeH CQTQmuTGcations Services, Inc. Cba SBC Long Distance
I

("Southwestern Hell" ) hereby enter into the follow stipulations. As a consequence of these
E

stipulations and con89jans, SCTC does not appose Southwestern Bell s Apphcation, SCTC and

Southwestern BeQ stipulate aud agree as follows:

l. 8CTC does not oppose the granting of a statewide Certdicafe of PubHc Convenience

and Necessity to Southwestern Bell, provided the South Carolina Public Service Colnmission

{"Commission") makes the necessary Geldings to justify granting of such a ~cafe, snd provided

the ccnditionS contained within this s6pulatiOn are lnet.

2. Southwestern Bell stipulates snd agrees that any Certi&ate which may. be granted, 'will

authozhe Southwestern Bell to provide service only to customers located in non-rural loca3.

exchange company {"LBC")service areas of South Carolina, except as provided herein.

3. Southwestern Bell stipulates that it is not asking the Comlmssion to make a finding at

this time regarding whether competition is in the puMic interest for rural areas.

',,,._j
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rder Er_hibit 1
Docket No, 2003-361-C

Order No, 2004-228

June 30, 2004
BEFORE

THE PUBLIC SBRVICE COMMISSION OF

SOUTH CAR,OL]I_A "

CAPT Dooka No. 2003-.361-C

Page 1 of 4

Application of Southwestam Bell Communications )
Services, Inc. dba SBC Long Distan_ for a )

Cea'tificat_ ofPublicConv_nic'nc_and Necessity )

to Provide Resold and Facilifies-basea] Local ]3xchango )

Tcle_ommtmic_ons Services in the State of South " )

Caroli_ )"
)

STIPUI._TIdN'

Tho South Carolina Tdcphone Coalition ("sCTC'$ (se_ attachment "A" for list of
}

¢ompa_fiea),and Southweateza Bell Comm_catiims S_viCe_; Inc. dba SBC l£ng Distance|

("Southwc_era BcU") hereby _t_r into the following stipulations. As ,a co_equcnce of the_e!

stipulations and conditions, $CTC dora not oppose Somhwestcra BelFs Application. SCTC and

_outhwestea'a BeN stipulate and agr_ as follows:

I. SCTC does not oppose the graoting of a ,_tatcwide Ceftifica/e of Public Cony ._afioao¢

and Necessity to Southwestern Bell, provided the South Carolina Public Service Com_ssion

("Commission") makes the ncccssmy findings to justify granting of such a _rtifioate., imd provided

the conditiormcontain_ within t_'s stipulation_o met.

2. Southwestern Bell stipulatos and agrees that any Cea'fifioato which maybe granted'will

authorize Southwestern Ball to provide service only to customers located in non-rural local

_xchange company ("LEC") service_rcasof SouthCaTolin% excc-ptasprovMcd hcroim

3. Southwestom Bell stipulates that it is not asking the Commission to make a finding at

this time regarding wbeth_ competition is in the public interest forruralare_.
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Southwestero Bell stipulates aud agrees that it wiH not provide any local service, by its

own facilities or othe@vise, to any customer located. iN a rural incurubent LEC's service area, unless

aud until Southwestern BeD provides such rural incumbent LSC anti the Comrrussion with mitten

notice of its intent to do so at least thirty (30) days prior to the date of the intended. service. Duxing

such noiice peiod, the rural incumbent LBC wiH have the opporturnty to petition the Commission
I

to exercise all rights afforded it unde Federal and State lwv. Also, Southwestern Bell

acknowledges that the Commission may suspend thy intended date for service in rural LPC' territory
I

II

for ninety (90) days while the Connrussion. conducts any proceeding incidentto the Petition or upon

the (immission's ovvn Motion, provided that the Commission can further suspend the
I

unplemenMon date upon shag of good cause.

5. Southwestern Bell stipu'lates and agrees that, if Southwestern BeH y'ves notice that it

intends to serve a, customer located in a rural incmnbent LRC's service area, and either (a) the

Conunission receives a Petition Rom the ~ incumbent LBC to exercise its rights under Federal or

State lavv within'such 30-day period, or (b) the Commission institutes a proceeding ofits own, then

Southwestern BeH wiH Got provide service to any customer located within the service area &1

question without prior and further Commission approval,

6, Southwestern BeH achnowledges that arsy right which it may have or acquire to seve

a rural telephore company service area in South Carolina is subject to the conditions contained

h~ and to any futtle poHcies, procedures, anti guidelines relevant to such proposed service

which the Commission may iruplement, so long as such policies, procedures, and guidelines do not

conflict vrith Meral or State law„

7, The parties stipulate and agree that sH rights under Federal and State law are reserved

to the ~ incenbeut LECs snd Southwestern 13ell, and this Stipulation in no way suspends or

adversely aQ'ects such rights, including any exemptions, suspensions, or modifications to which they

may be entitled

order Exhibit 1 Page 2 of
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4. 8outhwe_crfi Bell stipulates and agrc_s that it will not provide any local service, by its

, al
ow_ facil_ticsor otherwise, to any customer located,.._ a rut incumbent LEC's service area, unless

and until Southwest_n Bell provides such n_ral incumbent LBC and the Commission with written

_otiee of its inteat to do so at least thirty (30) days prior to the date ofthe _umnded s_ce. During

such notice p_od_ the fatal _curnb_t I._C will have the opportunity to petition the Commission
¢

to _xercise all rights afforded it under Federal and State law. Also, Southwestc_-n Bell

ack_owlc_es that the Co n_nnission may su_snd th@_t_d_ date for service in rural I_C territory
i

for rtinety (90) d_ys whils the Commission.conducts any proceeding incldcr_t ¢o the Petition or upon'

the C..ommi_sion's oWn Motion, provided that ,the Commission can further suspend the

implementation date upon shoW_, g of good c_ua¢.
m

5. Southwestern Bell stipulate_ and agrees that, if Southwestern Bell gives notice that it

Lutends _o sm'v_ a customer ]oc_ted in a rural incu_n, bent LEC's s_-vice area, and either (a) th_

Connnission rcc¢iv_ a pc.fition Born th_ rural incumb_nt L_C to exercise its rights under Fe.dcuml or

State law within'such B0-day period, or Co) the Commlssion hustitutes a proceeding of its own, then

Southwestern Bell wi]] not provide scrvic_ to anZ_ customer located with/n the sezvlce _r_m iu

question without prior and further Comndsdon approval.

6, Southw_tern B_ll aclamwledges that any right which it may have or acquire to s_fve

a rural td_hon¢ coml_any se._,'vic_ area in South G_lma is subject to th_ conditions contained

he._._u_ and to any futm_ pohcie_, procedur=, and guidelinea relevant to _ch proposed service

which the Commission may implement, so long as such polities, procedures, and guiddi_es do not

,..j

conflict with Federal or State law.

7. The parties _pul_tu and a_-¢_ that all rights under Federal and State law are r_served

to the mml incumbent LECs and Southwestern Bell, and th_s Stipulation in no way suspends or

adversely affects such ri_ts, i_cluding any cxempfion_, s_spcnslons, or modifications to which they

may be entitled- Order Exhibit 1
Docket No. 2003-361-C

Order No, 2004-228

June 30, 2004

Page 2 of
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8. Southwestern Bell to abide by aH State and Federal laws and to participate, to the

extent it may be required to 6o so by the Connnission, in the support of universally available

tel|7hone service at affordable rates.

9. Southwestern Bell hereby amends its application snd its prefiled testimony in this

docket to the extent necessary to conform with this Stipulation.

AGRBBD AND BTBIULATBD to this ~d sy
to' 4 2004.

Southwestern Bell Communications Services,
Inc., 45/8 8HC Mng Distance

I

South Carolina Telephone Coalition

BQQDN .8healy
Robinson, McFadden t%:Mo e, P.C.
Post Once Box 944
Colmibia, South Carolina 29202
(803)779-8900

Attorneys for SBC Long Distance

M. J' o Jr.
Margaret . ox
Post OfQce Box 11390
Co'lumbia, South Carolina 29202
(803) '799-9800

Attorneys for the Soul& Carolina Telephone
Coalition

Order Exhibit j Page 3 of
Docket No. 2003-361-C
Order No. NQ4-Z28
&»»ss QA ")And

8. Southwe_em Bell to abide by all State and Federal laws and to participate, to the

extent it may be required to do so by the Commission, in the support of unlversally available

i.

telephone service at affordable rates.

9. Southwestern Bell hereby amends its.application and its profiled testimony in figs

docket to the extent necessary to conform with this Stipulation.

"'x._..f

Bo  .Sh  y 11 _
Robinson,McFadden & Mo_e, PC.

i

South Carolina Telephone CoalitionSouthwesternBell Communications ServJcss,

Inc.,d/b/aSBC Long Distance

Post OfSoe Bo.x 944

Colu.nabia, South Carolina 29202

(803)779-8900

Attom_/s for SBC Long Distance

Post Office Box 11390 "'

Columt)ia, South Carolin_ 29202

(803) 799-9800

ARorney_ for the Sou_ Carolh_aTelephone

.Coalition

v

Order Exhibit 1
Docket No. 2003-361-C

Order No. 2004-228
T,,_, _tfi ?t313A
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THE PUBLIC SERVICE COMMISSION OP

SOUTH CAROLINA

DOCKP.T NO. 2000-00446 -QRDERNO. 2000~
MAY 23, 2000

IN RE: Apjplication ofSBCTelecom, Incorporated
fpr a Cerh6cate ofPublic Cbnvcrnence and
Necessity to Provide Load Exchange and,

Intrastate Interexchange Telecommunications
Services, for Atternauve Regulatidn pf Its
Interexchange Telecommunications Services
and for Flexible ReguLation ofIts Local
Exchange Service Offerings

)
)
) ORDER
) GRANTING
) CERTIFICATE
)
)
)

'fhis rnatter comes before the public Service Commission ofSouth Carolina (the

Commission) by vvay of the Application ofSBCTelecom, Inc. ("AppHcant" or the "Company" )

for authotity to provide local exchange and i'ntrastatc interexchange telecommunications services

witMn the 8 tate of South CaroEna The Company requests that the Commission regulate its local

teleconununications services in accordance vv'ith the principles and, procedures estabHshed for

flexible regulation in, Order No. 98-165 in Docket No. 9"/-467 C. In additton, the Company

reciuests that the Commission ~ate its business services oFerinSs identical to that granted. to

ATErT Couununications in Order Nos. 95-D34 and 96-5$ in Docket No. 9$-65IZ. The

Application vms 61ed. pursuant to Chapter 9 ofTitle $8 ofthe South Carolina Code Annotated,

mk the Rules and, Resulatipus of the Commi'ssion.

By lettu; the Couuni%ibn s Executive Director instructed the Applicant to publish, pne

mme, a prepared Notice ofPiling in. newspapers ofgeneral circulation in the areas affected by the

Application. The purpose of the Notice of Fiiiug ms to info' interested parties of the manner

VV I, LV, LVV'T ( , LLntTt uuv

/-:"

BEFORE

THE PUBLIC SERVICE COMMISSION OF

i

SOUTH CAROLINA

DOCKET NO. 2000-0044.43-ORDER NO. 2000-0446

MAY 23, 2000

]N:R,E: Applic=fion ofSBC Telecom, Inoorporated )

for a Certificate ofPubl{c Conw_d_nce md )

N_:=sity to Pin.de Local F.xch_. g¢ and )
Intrastate/ntm_xchm_e Telecommunications )

Services, for Altem_ve Kcgulafion oflts )

Int_'_clmnge Telecommunications Services )

and for Flexible ReguMfion of It_ Local )

Exchange Service Offerm_ )

ORDER

GRANTING

CERTITICATS

°,

This matter comes before the Public Servic= Commission of South Carolina (the

Commission) by way of the Application ofSBC Tdecom, Inc. ("AppHcanf' or th= "Company")

for _uthotity to pmvifle local exchange and Ji'Ur_tat_ intemxchange t_lccommunlcafions services

within the State of South Carolina,The Company r_quests that the Commission regulate its local

tcIccommtmications services in accordance With the principles and procedures established for

flexible regulation in Order No, 98-I65 in Docket No. 97-467.C. In addition, the Company

requests that the Commission regulate its businms services ofl'erJns, s idcntk_d to that gmut_ to

AT&T Commum'_tions in Ord= Nos. 95-1_4 and 96-55 in Docket No. 95-661-C. The

Application was filed pursuant to Chapter 9 of Title $8 of the South Carolina Code Annotated,

and the Rules and Res_1_tions of the CommJss/on.

By letter, the Commission's Executive Director instructed the Applicant to publish, one

time, a prepared Notice of Filing in newspaper's of general circulation in the arc:as affected by th_

Application. The purpose of the Notice of Filing was to inform interested parties of the manner
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and time m which to file the appropriate pleadings for participation in the proceedings. The

Applicant comphed, with this instruction and. provided the Comxuission with proof ofpublication

of the Notice ofFiling A Petition to Izlltelverl was received QQxn the South Carolina Telephone

Coalition ("SCT~on March 14, 2000,

Gn April 18, 2000, counsel for SCTC Gled with the Cornrnission a, Stipulation in which

the Applicant stipulated that it would. seek authority in non-rural local exchange (''LE~ service

areas ofSouth CaroLLna and that it would, not provide any local service to any exsluiner iocated

in a rural incumbent's service area, m8ess and untH SBCTelecom provided written notice of its

intent prior to the date of the intended service. The Comply also stipulated. that it was riot

asking the Comznission to tnake a Binding at this time regarding whether comyetition is in the

public interest for rural areas. SBC Telecom agreed, to abMe by aH State ard Federal. laws au& to

participate tq the extent that it may be retluired to do so by the Commission in support of

universally available teieyhone service at a6brdable ~.The SCTC withdrew its opposition to

the granting ofa statewide CetHicate ofPublic Cotivemence and Necessity to the Company

provided, the conditions contains in the Stipulation are met. The Stipulation is approved and.

attached, as Order Exhibit l.

A hearing was commenced on May l 1„2000,at 230 pm. in the Corumission's Heaxing

Room. The Honor3Me PhiTip BreGey, Chaianan, prosideL SBCTelecom was ~ented. by

John J.Pringle, Jr., Bsquire. Adelaide D. Kline, Stag Counsel, represented the Commission

Kevin M. Chapman, Director-ReSulatory AFalrs of 83C Telecorn, appeared. aud, testified

in support of the Application. According to the record, Mr. Chepnln has@ppro~eiy

DOCKET NO. 2000-0C_

MAY 23,2000
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and time in which to file th= appropriate pleadings for psrticip_ion in the pmcevdings. T_

Applicant complied with this iusmmion and provide1 the Commission with proof of pubIicafion

of the Notice of Filing. A Petition to Intc_'vcn_ was rec_iv_l fi'om the South Carolina Tclcphon=

Coalition("SCTC") on March 14, 2000,

On April 18, 2000, counsel for SCTC flied with the Commisdon _tStipuIa_n in which

the Applicant s_ipulatcd that it would seek authority in non-rural local exchange ("LEC") _ervic_

areas of South CaroLina and that it would not provide any local service to _uy cu_m_r located

in a nu-al incumbents service area, unl_s and until SBC Telecom provided wdncn notice of its

intent prior to th= date of the intended se=vic¢. The Company also stipulated that it wzs not

_]lg the Commission to make a finding _t this time re_hlg whether competition is in the

pubIic interest for rural _e_. SBC Telccom agreed to abid_ by all State aud Federal Iaws and to

participate to the extent th_tt it may be required to do so by the Commission in support of

universally avail_le udcphoue service at affordable rates. Tho SCTC withdrew its opposition to

thv _artting ofa statcwidc Certificate of Public Convenience sud N_esdty to the Comp_my

provided the conditions contained in the Stipulation are met. The Stipulation is approved md

_1_:hed as Order Exhibit I.

A heafi_.w_ commen_ed on M_y 1l, 2000, at 2".30p.m. in the Commission's Heating

Room. The Honorable Philip Bradley, Chakman, prided. SBC T¢lecom was _xesented by

Jolm J. P_n_o, Jr., F_qg._'c. A_lalde D. _ StaffCounsel, represented the Commission

Staff.

Kevin M. Chapman, Di:ector-Regulatbry Affa_ ofSBC Tclecom, appeared and.testified

in support of the Applic_om According to the record, Mr. Chapman has approximately
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eighteen yearS Of eXperienCe in the telecommnnicatipnS indnStry. His primaly XeSppnsibiiitieS

iILclllde the sLLyport ofCLEC applications, the development oftariff, working with

mnnioipalitieS tO deteIXnine applicable feeS, and contacting 911 agencies tO~alrangeLILLnlta

for those services. 89C Telecom is a w'hollyawned snbsidiaty ofSBCConnnllnjcatlons,

Incorporated, a hoMing company that has pxovided teleconnnllnications services for over one

hllndred years. SBC coznmllnications will provide initial capital to SBCTele@Pin. The Colnpsxly

was incorporated LIILder the laws ofthe State of Delaware on Novelnber 20, 4999. SBC Ye&ecoIn

was created as y. condition ofa Pedelal coe!nLLnications comInissioa, (Fcc) Order, ccDocket

ND. 98 141„regarthng the nlerger completed October 8, 1999,behVeen SBC CpmmLIni~OILS

and. Alneritech Corporation. SBCTelecom became BBCCommllnica6ons OLLt ofregiog,

SLIbSidiary. QLlt of region InatketS were deSCribed by Mr. Chapman as the ~~etS in StateS

other than thtose statcS ln whlCh SBC CPHXRLuLXLCRtipns Operates several tNditiOILal tslephpne

coInpanless

UpOn ZeCeiVlng CeIti6catipn f'rom thiS CblnmisSion, the Cplnpany SeekS tp pZOVide a total

range of local exchange alLd intrastate interexchange telecommllnications services to busixless

and resideILtial cLIstomels to inclllde voice, data and operator services, slid access ta inter and

intra;18th toH setviee. SBCTelecoln initially %tends to target axLd serve York Colmty in Sollth

Catalina, part If the Charlotte, NOXth Catalina~ MetrOpOlitan Shd~cai Area, an ax@a the PC@

ordered SBCTelecom to serve as a resldt ofthe Ameritech merger. SBCTelecom hopes to

eveq~y provide serviceS tbXOLLghout SOuth CarolinL AS part Of itS lOCal, eXChange SerViee

PKetjng, SBCTelecotll will provide customers access h 9-1-1 ael E-9-1-1elxlergency services,

dhectoty assistance, operator call completion services, access to interexchange carriers, and

DOCKET NO. 2000-00-. _-C - ORDER. NO, 2000-04_
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dghtecn years of experience in the telecommunications industry. His primary rcspons_ilities

include the support of CLEC applications, the development oftzri_, working with

municipalities to determine applicable ices, and contacting 911 agencies to make arrm_eunen_

for those services. SBC Telccom is a wholly-owned .qubsidiary of SBC Communications,

Incorporated, a holding company that h_ provided telecommunicatiom services for over one

hundred y_"_. SBC Communications will provide initial capital to SBC Tclecom. The Company

was incorporated under the laws ofth¢ State of Delaware on November 20, 1999. SBC Telecom

was crea_d as a condition of a Federal Communications Commission (FCC) Order, CC Docket

No. 98-14t, rcgard_g the merger completed October 8, 1999, between SBC Com-_am÷,-_ons

and Ame._dtech Corporation. SBC Telecom became SBC Communicmions out ofr_gion

subsidiaz'y, Out of region markets were described by Mr. Chapman as the ddrW markets in states

other than those states in which SBC Communications operates several traditional telephone

companies.

Upon receiving ce.nification from this COmmission, the Company seeks to provide a toted

range of local exchange and intrastate interexchange telecommunications services to business

md residential customers to include voice, data and operant services, and access to inter and

intra..lata toll service. SBC Telecom initially intends to ut_ct and serve York County in South

Carolina, part of the C'tmrlott¢, North Carolin_ Mctropolitsn Statistical Arcs, an area the FCC

orderedSBC Telecom to$erw asa result oftl_ Amedtcch m=ger. SBC Telecom hopes to

eventoally provide services th_ugho_ South Carolina. As part of its loca[ exchange service

offering, SBC Telecom will provide custome_ accesstO9-1-1 and E-9-1-1 emergengy servlc_s,

dix_tory assistance, operator call completion services, accem to inUgcxchange carfiet_ and
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custom calling features. In addition, the xccbxd xcvcaLL SEC Tclecbm intends tb provide such

local exchange axLd long distance telccomnLuxtications services, at least m paxt, by reschrLg the

services ofother berti6cated, local exchange earners and, lbng Nstaxtce carriers. Further, ABC

Teleeom may provide such services bn a facllities48sed b88is by dcploymg its owrL txaxL~znissioxx

fseiTitics, by leasing the txrInsmissibn facilities &enx a ccrti6cd. transport pxbvldcr, axe by leasing

unbundled netWbxk ClenLentS ObtaLXICC &OnL CertdLCated iIlCUlxkcnt local CXPJ18ngm carriexS.

USing a, direct Sales fbxCC, the COmpany wtll madret itS SerVioeS tO large artd medium buSinCSSCS;

direct mail sxLd lirrLited outdoor advertising will be used to market services to those cttstbmexa.

FuxttLCxmbrc, the CbmpaXLy requeStS that the CbmmiSSibn regulate itS business SCXvieca

and, operator service offerings in accordance with the yrlncipics and, yroeednxca cstablishcjl by

OrCcr Nos. 199$-1734ax@ 1996-55 in Docket No, 1995461-C. IxL addition, the CDmyany

requests that the conLrrnssion allow SBcTclccbm tb adopt the Qexiblc rate structure for its local

exchange service offerings sixntlar to that approved by Order Ho. 1998-16Sin Docket No. 1997-

46'l-C.

Mr, Chapman testiGCC as to the Company s tecbmcal, managerial, and, financial ability to

pxoMdc tclccoELxnunLcattbns servtces Lrt South CMo184g he Ls the regu18tbgl' and, ggaxtctal cbnkact

person for the Company. He stated that vrhile SBCTelecorrL is not yet bycxatn1g in any

jurisdictiorL, it does intend, to start ofFering services in October, 2000, in Mami, Horida, Boston,

MaSSachuSettS, and Seattle, VaSbhgron. HC ibrtlLcr Stated SBCTelecbm dceS nbt plan tO install

its burn ibex; it will lease loops Gexrt ILECs arLC will collocate ixL a number ofILEc wire centers.

As of the Cate of the hearing, SBCTclecbm wis negotiating an xtttexcortnection agrectncxLt with

BC118outh. The record aho rcvcah SBCTelccom will only utiTize underlying earners properly

U_JI. /U. /UUuf /./Jt_lYi OU_, L_JI'(_ UI,JIr_l_t.l_ _J. "ruI JP
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custom calling features. In addition, t_¢ _cord _cvemls SBC T¢Icoom hucnds to provide such

local exchange and long distance tclcoommtmications services, at lease in pan:, by re_ell{_ the

s_vic_ of other certificated local exchange cah-kcs and long distance carrie. Farther, SBC

Telcoom may provide such services on a facilities-based basis by deploying its own _'ansmi_ort

fadlities, by leasing _ transmission facilitlos from a certified Iz'cusport pzovidcr, and by leash_

unbundlcd network clcrncnts obtained from certificated incumbent local exchange cm_dczs.

Using a dirm:t sales for¢_, the Company will m'arkctits services to large and m_tium businesses;

direct mail and limited outdoor _mlLdng will be used to market s¢_c_ to those customera.

F_o_, the Company _ue_ts dmt the Commisdon r_l_t_ its b_ se_ic_

sad opcta_r scr_ico off_-in_ in accordance with the ptlnoipks and ptoccd=_ =tablishcd by

Order Nos. 1995-1734 and 1996-55 h Docket No, 1995-661-C. In add_tlon, the Company

r_ucsts that the Commission allow $BC Tol¢om to adopt the flexible ram stricture forits local

e,xchange service offerings slndlar to tl_t approved by Order No. 1998-I65 in Docket No. 199%

457-C.

Mr. Chapman testified _s to d¢ Compmy's tcdmical, maaag_.dal, and 5mncial abilhy to

provide t¢lccommtmicafions services in South Carolina; he is th= rcgu/atory and fiu_ial contact

p_ou for th_ Company. He _ that while _BC Tclccom is not yet opm-_thg {n any

jmisdictio., it does int_d to staztoffcdn s s_rvir.= in O_tobcr, 2000, in Miami, Florida, Boston,

Massa_m¢_, and Scarde. Washin_on. He __¢d SBC Tdecom does not pl_a to

itsown fibc_, it will lease loops f_om ILECs aad will collocam in a ntm_¢r ofILEC wL_ c¢_at_cs.

As of the da_ of the htm'i_ SBC Tcl_com w_ negotiating an h_muonnectiou agrccmcm_ with

BdISouth. Th¢ rcoord also rew_s SBC Td_om will o,ly utiliz_ _d=lyiag earri=s prop,aiy
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cediGcd by the South Carolina Public Service CommissiotL The Company's eustoxner service

department will be located in Tampa, Horida, and. will be in operation tartly-four hcavy a. day,

seven days a week English speaking custonters can caH toH See l-877430-89CT (1-g'@gal&0-
I

7228) and Spani4 speaking customers can caH toll See 1 8'IV%13-SBCf(1-877%18-7228).The

customer service contact person's name wiH be made available to the Comrniss&on in the Qgg

TariK SBC Telecorn also intends to bH1 its utstornera directly for local exchange and, long

distance services. Its name, address, and toll free teleyhone numbers for English and Spanish

speaking customers will appear on the biK The Comyany does not ylan to offer a prepaid debit

card at this time. As to repairs, the Company intends to maintain a reyair force that it viH

dispatch in South Carolina to resolve those problems.

According to the record, the Company's managerial staff has extensive experience in

both the telecommunications industry and in a wide variety ofother businesses. The senior

management team of the Company consists ofthe following persons: Ror3aM L, Blake

(President), Patricia Diaz Dennis (Senior Vice President-Regulatory aud, Pgbllc Affairs),

Timothy Harden (Vice President-Operations), Paul R. Roth (Vice President), aud James Devries

(Vice President ofHuman Resources).

Ress~ the Company'a Snmcial abihty to o6er its services in South Caro~ the

testunony reveals SBC Telecom has the fguueial support of its parent conrpany SBC

Communications. The parent company'a 6nancial statements were submitted, with SBC

Telecom's AyyHcation. In its 1999Annual Report, SBC Communications reported annttal

revenue iu excess of$49 billion with a net income ofover $8.1 Mlion.

VVI, LV, LVV'T I .Ljnl_l
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cert_cd by the South Carolina Public Service Commission. The Company's customer service

department will be located in Tampa, Florida, and will be in operation tweed-four hours a dsy_

seven c_ys a week. English s_king customers can call toil free 1-877-430-SBCT (1'8'/7-430-
i

7228) and Spanish speaking customers can call toll flee 1.877-418-SBCT (1.,8T/-418-7228). The

customer service contact person's name will be mad= available to the Commission in the

TarJfE SBC Telccom also intcttds to bill its customers d/r=fly for local exchange and Iong

distsuce service.s, Its name, address, and toll fz_ telephone numbers for English and Spanish

@caking customers will appear on the bilL The Company does not plan to offer a prepaid debit

card at this time. As to repairs, the Company intends to maintain a _pair force that it will

dispatch in South Carolina to resolve those problems.

Accordin_ to the record, the Company's mazmgerial staffhas extensive experience in

both the telecommunications industry and in a'wide variety of other businesses. The semor

management team of the Company consists ofthe following persons: Ronald L. Blake

(President), Pa_cia Diaz Dennis (Senior Vice President-Regulatory and Public Affairs),

Timothy Harden (Vice President-Operations), Paul R. Ro_ (Vice President), and 1ames D_ri_

(Vice t_ident ofHuman Resoumcs).

Re_,the Company's fiua_al _ifity to offer its sesvices in South Caroli_, the

testimony reveals SBC Telecom has the fiuancial support of its parent company SBC

Communications. The panmt company's _ statem=its were submitted with SBC

Telecom's Application. In its 1999 Antmal Repozt, SBC Communications reported atmtml

revenue in excess of $49 bilIJon with a net income of over S8.1 billion.
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In addition, tile Company rerluested, the CpxtHDh siM, 's vraxv'cr bf 2!$8.Q. QpJe Aun.

Regs. l,03410 and l03-631 (19M and Supp. 1999}.More speciBcaHy, 88C Teiecorn requests

permission for its records to be physically kept'in San Antonio, Texas The Company seefgg to

contract ~th Qe appropriate incLunbent local exchal1Ee carrier (KBC) fol tile K EC to provide

SBCTelecom v/lth directory listings as weH as to QN)ertttke the distflbutlon ofdizectorleL

After SxH consideration of the applicable lavr, the Company's Ayplicatibn, uzi the

evidence presented. at the hearing, the Commission hereby issues its ~gs of fact and

conclusions oflair;

1. SM'.Telecom is orgaxuzed as a corporation under the lavIrs ofthe State of

Delwrare and, is autho~ to do business as a'foreign corporation in the State of South Qarollna,

by the Secretary of State.

2. SBCTelecorn intends to be a provider of local exch3nse and. interexchange

telecotntnunications services and wishes to provide its services in South CaroiinL

3. SBCTeiecozrL has the rrutuagerial, technical, and Sn3ncial resources to provide

the services as described 4 its AppBcation.

4. The Commission Gads that SBCYelecorn's "provisien ofservice wiJI not

adversely imyact the availsbihty ofaffordable'local exchange service."S.C. Code Ann. Section

$8-9-280 (8)(3)(Supp, 1999}.

$. The Cojnnrission Gnds that SBCTelecotrt will support universally availaMe

telephone service at aQordable rates.

\
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In addition, the Company rcquestcct the.Commission's waiver of 26 S,C. Code Ann.
I

Kegs. 103-610 aud 103-631 (1976 and Supp, 1999), More specifically, SBC Telecom xcquc_s

permission for its records to be phydcally kc'pt in San Antonio, Texas. Th_ Company socks to

contract with the appropria_ incumbent local excha_e carder (ILEC) for 1h¢ ILEC to In.vide

SBC T¢lecom with directory listings as well as_to tmdcrtak¢ the distr2mtmn of_dcs,

After full consi&ration of the applicabIe law, the Company's Application, and the

evidence presqmtcd at th© h_adng, the Comm_on he, by i_su_s its _dings of fact and

conclusions of law:

1, SBC T¢Iccom is organiz_t as a corporation under die l_ws of the $t_ of

Delaware and is aw.bofizcd to do business as a!fordgn corporation in the Stat_ of South Carolina

by the S_'eL_y of State.

2. SBC Tekcom imcnd.s to be a provider of local exchaug¢ _md intcrcxchang¢

telccommuni_fions s_rviccs and wishes _o provid_ its services in South Carolina.

3. SBC Tel_com has the managerial, tcchulcal, and fi_cial resources m provide

the services as d_scdbcd in its AppUcation,

4. Ti_ Commis_'on finch that SBC Tdccom's "provision of sccv[ce will not

adversely impact the availability ofaff'ord,_le local cxchang_ sccvic,." S.C. Code Ann. Scction

58_.9-280 (B)(3) (Supp. 1999).

5, 1_ Commission finds tha_ b"B_ T¢Icoom v,'iU support unlvcr_ly avail_l_

telephone service at affordable r_cs.
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6. The Conuuission Buds that SBCTelecom wil1 provide services vrhichwig, zest

the snvice stands' ofthe Commission.

7 The Coaunission 6ruh that the provision oflocal exchange service by SQQ

Telecom "does not otherwise adversely impact the public interest. "S.C. Code AtuL, Section 58

9-280 (B)(9)(Supp. 1999).

l. Based on the above 6mhngs offact, the Commission detenuines that a Certijcate

ofPublic Convenience mal Necessity should be granted to SBCTelecotn to provide competitive

intrastate nod.-rural local exchange 85PQce 111809th Catoliua. Tile telins ofthe SbpUllatipn

between SEC Telecorn and SCTC are approved, and, adopted as a, part ofthis Order. Any

proposal tg provide slick service to rural service areas ls sub) ect fo tl1e terms oML5 Stipulation.

Iq, addition, SBCTelecomis granted authority to provide ~tate interLATA service and to

originate and terminate toH tra6ic wittun the same LATA, as set forth herein, through the resale

qf intrastate %'ide Area Telecotnmuuications Services (WATS), Message Telecotnmunjcations

Setvice (MTS), directory assistance, travel card, service oL any other services authorized, for

tesale by tarias of camera approved by the Commission.

2. SM Telecom shall 51e, prior to oFering local exchange services in South

Carolina, its Gnd tariff of its loca1 setvice offeiings conforming to aH trltters discussed mth

Staff and, conxporting vrith South Camlina law in all matters. SBCTelecom" s loca}

telecomnxunications services shall be regulated in acconhnce mth the pmgip1es aud, procedures

established for flexible regulation Sr' granted to New8outh Communications by Order No. 98-

15$ in Docket No. 97WV-e. Spen6ca1ly, the'Connnission adopts for SBCTelecom's
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6. The Commission FindsthatSBC Tol_om willprovid¢s_i_ which willm_t

thescrvlcestan_ of_hv Commission.

7. The Commission finds that _ provision oflocat exchange s_'vice by SBC

T¢lccom "does not othcrwis= adv_ely impact the public intorest" S.C, Code Ann. Section 58-

9-2so )CS)(Sum.t999).

CONCh...USIONS_OELAW

1. Bas_l on the abow iindings of_t, th= Commi_on dotcnnin_s flint a Ccrtifi_t¢

ofPubli¢ Conveni_ac¢ and N_¢ssity should b_ grant_ to SBC Telc_om to provide competitive

intrastat= non-zmallocal exchange sc,wice in South Ca.mlina. The t='ms of the Stipzdation

b_w_en SBC Tel_om and SCTC am approve, _d adop_d as a part of this Order, Any

proposal to provide such s_ce to rum[ svrvlc¢ az_s is subject to the t_ms of the Stipulation.

In addition, SBC TeI_om is granted authority to provide _ intorLATA service and to

originate and tvrminate toll tmfHc within the same LATA, as s_ forth h_'_in, through ther_ato

of _trastate Wido Area Tel_onlmuni_afions Scrvic_ (WATS), Mvssag¢ Telvcommtmicafions

S=_cc (MRS), dir_ory assistance, travel card scrvi¢_ or any oth= services authorizer for

resale by tadffs of c'_iers approved by thcCommission.

2. SBC Tclccom shall file, prior to offering local cxchange $ervicc_ in South

Carolina, its _ tariffofits local service o_ _nfonmg to all matt=rs discussed with

Staff az_t comporting with South Carolina law in all malZ_T_. SBC Telacom's local

telecommunications services shall be r_gul_ inacco_anv_ with the principles and procedur_

cs_blish_ for flc_bl¢ r_gulation first granted to NewSouth Commtmic_on_ by Order No. 98-

165 in Docket No. 97-467.0. SpcoificalIy, th¢'Conm_on adopts for SBC Telecom's
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competitive intrastate local exchaage services a rate structure incoxpo~

with the Qexibility for adjustment below the maxixauxn rate levels that villhave been previously

approved by the Commission. Further, SBCTelecom's local exchange service tsrHMRrqy are

presumed valid upon Sling, subject to the Commission s xight within ~(30)day@ to institute

an investigahog oftlat fuff 6IHlg, ln which case tbe CATHE Blhlg would be suspended pending

fisher Order of the CoxnxnissioxL Further, any such 5868'81Hlgs will Se subject to the zaxne

monitormg process as sKnilariy sltusted colnpetltive local exchange carriers.

3. The Commission adopts a rate design for the lonE distance services of3HC

Telecoxa vrhich are consistent uvith the principles and pxocehues estab~ for alternative

regulation ofbusiness service offerings set out in Order Nos. 9$-1734aud 96-$$ in Docket No.

9$-661-C,

ader the Cornmimion approved alternative reflation, the business service

offerings of SBCTelecom including consumer caxd services, and. operator services, are subject

to a relaxed regulatory scheme identical to that granted to AT&T Communications m Order Nos.

9$-1734 and, 96-55 in Docket Ho. 9MIZ. Under this relaxed rectory scheme, tarHFQlings

for busmesa services shall be presumed vaM upon filing. The Commission@rill have seven (7)

days inehich to institute an investigation of axLy lsriEBliag. Jfthe Coxxunission institates aa

investigatioxL ofa particular tsxiKGhng within the seven days, the tawNIHng wBI then be

suspended until further Order ofthe Coxrumssion. Any relaxation in the 8xtme reporting

xeqnirnnents that may be adopted, for ATES shaH apply t'o SBCTelecom also.

4. %ith regard to the resident interexcbange service offerings ofSBCTelecoxxL,

the Commission adopts a rate design which iriciudes only maxixnum rate levels for each tariK

• .
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compstitivo intrastate local exchangeservicesa rate structureincorpora_ maximam ra_ levels

with the flexibility for adjustment below th_ maximum rate levels that will have been prtviot_y

approved by the Commission. Further, SBC Tel_com's local exchange stcvice tm-iff_iIio_ arc

presumed valid upon filing, subject to the Commission's fight within thirty 00) days to instiu_

an investigation of the tariff filing, in which case the tariff filing would be suspended pending

further Order of the Commission. Fmher, any such tadfffilings will be subject to the same

monitoring processas similarly situatedcompttitiv¢ local ¢.xchaugecarricz¢

3. The Commission adopts a rate design for the long distance s_tvices of SBC

Telccom which arc consistent with the principles and procedures established for alternative

regulation of businessscrvic_ offeringsset out in Order Nos. 95-1734 and 96-55 in Docket No.

95-661-C,

Under th_ Commission @proved alternadve regulation, the business service

offerings of SBC Tclecom including consumercard services,and optrator s_rica_ arc subject

to a relaxed regulatory scheme identical to that grautedto AT&T Communications in Order Nos.

95-1734 and 96-55 in Docket No. 95-661-C. Under this relaxed regulatory schem% tarifffilings

for business _ervices shall be presumed valid ttpon filing, The Commission wilI have seven (7)

days in which to institute an investigation of any tariff_g. Iftho Commission institutes art

invcsdgadon ofa partictdar tariff fi]iul_ within the seven days, the tariff filing will then be

susptmded until furrier Order of the Commission. Any relaxation in the future reporting

requirmn_ts that may be adopted for AT&T shall apply to SBC Telecom also.

4. With regard to the residentialihter_change service offerings ofSBC Telecom,

the Commission adopts a race design wl_ch includm only maximum rate levels for each tar_
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charge. A rate structtxre incorporating xnaximuxu rate levels has beeuyrevioua}y adopted by the

CpmxmsslpxL Order No.

84622, issued in Docket No. 84-10-C (Au~ 2, 1984).

$. SQQ Telecom shall not adjust its residential inly%(change Tates below the

approved xuaxixnuxn Jevel without notice tp the Commission and, to the public. SBCTelecom

shaH Ke its pmposed rate changes, publish its notice ofsuch changes, aud axle affidavits pf

publication with the Comxnission bvo weeks prior to the eQective date pf the changes. However,

the public notice requirement is vraived, and, therefore npt required, for reductions beIovr the

xxtaxixxtuxn cap in instances which do not aQbct the general body of subscribers or do not

co11stltute a, general rate reductipn.

Order No. 93438, issued in Docket. No. 84-l0% {July 16, 1993}.Any proposedixa~se I
xn57Qxnuxxt rate level for residential intexexchauge services re6ected in the tariff which would be

applicable to the general body of the Cpxupauy's subscribers SM1 constitute a general

ratemaking proceeding and. vri H be treated in accordance with the notice and heaxiug provisions

ofS.C. Code Ann. (S8-9-$40 (Supp. 1999).

6. Ifit has npt already done so by the date of issuance of this Order, SBCTelecom

sha11 51e its revised. maxixnum 1ong distance taxiiKand an accompanying pxice list vrithin thirty

(30) days ofreceipt of this Order. The revised tariff shall be cpnshtent with the gangs ofthis

Order and SM1 be consistent arith the Common's Rules and Regulations.

7. SBCTeleconl is subject to access charges pursuant to Cpxuxnission Order No. M-

$84 in which the Commhsipn determined that for access puxppsea resel1ers should. be treated

similarly to 5tcilities+ased interexchange caxriers.

% •
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charge. A rate slzuctm'¢incorporatingmaximum rate levels has beenpreviously adopted by the

Commission. _ Re._Applicat_on of GTE _Sp__ntCornm_tmications_C_ou. etc.. Order No.

84.622, isled in Docket No. 84-10-C (August 2, 1984).

5. SBC Tcleoom shall not adjust its reddemial intemxchange ratesbelow the

approved maximmn lwd without notice to the Conm_sion and to the public. SBC Telecom

shall file its proposed rate chang=, publish itsnotice of such changes, midfile affidavits of

publicationwith the Commission two weeks prior to the effective date of the changes. Howm_c,

the public notice xcquir_cnt is waiv_l, and therefore not rcq_ for reductions below the

msximum cap in instances which do not affect the general body of subscriber_ or do not

constitutea general rate rcd_'_ion. _ Re: A_ub'licatlon oF_GTESorint Communicatlons._e_..

Ontcr No. 93-638, issuedin Docket No. 84-10-C (July 16, 1993). Any pmposcdh2crcas¢in the

maximum r_te levelfor residcatial intm_xclumge services reflc'cmd in the t_zlf£ which would be

applicable to the general body of the Company's subscribers shall co_mte a genccal

ratcmaId_ proceeding and wiU be treated in accordance with the notice and hcadug provisions

of S.C. Code Ann. §58-9-540(Supp.1999).

6. If it has not already done so by the date oflasuance ofthis Order, SBC Telecom

shallfileits rcv/svd maximum longdistance_and an aocompanyingpricelist within

(30) daysofrcceip: ofthis Order. The revisedtadffshaU be condstem with the findings oft_

and _ be comisten_with the Commission's Rules and Regulations.

7. SBC Telecom is subjecttoaccesschm-gvspursuanttoCo--ion OrderNo. 86-

584 inwhich theCommission determinedthatforaccesspurposesrcsellvrs_muld be treated

similarlytofacilitles.basedinterexchang=¢an_c_s.
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With regard to the CODlpaxly s' Tcs81e mterer~ge service an end user should be

able tp access another interexchmge carrier or operatpr service provider ifthe en4~er so

desires~

9. SBCTelecom shall resell the services ofonly those interexohange caxxhm or

LBCs autho~ to do business in South Carolina by this Comtrussion. IfSBCTelecprn changes

underlying carriers, it shaH natUy the Commission in vrrittng.

10. %Pith regard to the origmanpn and, termination of toll calls vrithin the same ~TA„

SBCTclecom shall comply with the terms ofOrder No 93-462, Order Approving StipuMon

and Agreement, in Docket Nps, 9M82-C, 92'-183-C, and 9~-200-C (?une 3, 19933,with the

exception of the 16-XXXjntxaEATA dialtng requMrcrnent, which has been rendered obsolete by

the toll dialing parity rules estab~ by the Federal Communications Commission, pursuant to

the 1elecpmmunications Act of 199t»~4'l CPR $l209)-

ll. SBCTclccom shaH ille surveiLtnce reports on a calendar or fiscal year basis with

the Comznission as required by Order No. 88-178 in Docket No. 87-483-Q. The proper form for

these reports is indicated pn Attachment A.

12. The Company ~h cpmpRum with Coaunhsipn regulations, designate and

maintain an anthoeged utility representative vrho is prepared, to discuss, on a rebury level,

customer relations (coaxpiaiat) matters, engmeenng operatrons, tests and, repairs. In addition, the

~any shaH provide to the Cox55lIssion in writing the name pf the autho2fx04 representative

tp be con~d, in connection vtith general msnng~ duties as well as emergencies which

occUr dMng non-Ofhce hpurs.

,.,._J
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8. With rega_i totheCompany's resale intm'exch,_ge service., an end-us=should be

able to access auother intm'cxchango carder or operator service provider if the end-user so

9. b'_BCTdccom shallresellthes=vic,csofonlyfltoseintm_xcJumgecmie_ or

LECs authorized to do business in South C_'ol/na by _ Commission. I.fSBC Telecom changes

tmderlylngcm'ders,k shallnodfyth_CommiSsion inwriting.

10, With regard to the origimuioa and _tlon of roll cslls within the same LATA,

SBC Tclecom shall comply withthetermsofOrd= No. 93-462,OrderApprovingStipulation

andAgreement,inDocketNos. 92-182-C.92-183-C,and 92-200-C(June3,1993),withthe

exceptionoftheIO-XXX intmLATA dialing_ent, whichhas been_ obsoleteby

thetolldialingparityrulesestablishedby theFederalCommunicationsCommission,pursuantto

the Telecommunications Aft of 1996 (_ 47 CFR 51,209).

II. SBC Tclccom shall file sun,_c¢ reports on a cale_d_ or fiscal y_ basis with

theCommission asrequiredby OrderNo. 88-178inDocketNo, 87-483-C.The prop= form for

thesereportsisindicamdon AttachmentA.

12. The Company shall, in compi_n¢.¢ with Commission rcgul_ons, designateand

-,._-t,_- an mshorlzed utility r,-'l_mmta_ivewho is prcpmcd to d_cuss, on a retry level,

customer r_lstions (complaint) mutters, ¢nglnem'_ operations,testsand repairs. In addition, the

Company shellprovid_totl_Commissioninwrlt_ thenmm_ oftheauthodz_ repres_tative

to be contacted in co_n with g_ncral nmnagemm_ dudes as well as emc_ncies which

o_ur during non=of_e hours.
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8BC Telecom shaH Ble the naxnes, addresses and telephone numbers of these
'I

represses with the Connninion within ~(30) days ofreceipt ofthis Order. ~tunent

8 shall be utilized for the provision of this infozmarion to the Cozttznission. Further, the

Company shall proznptly notify the Commission in miting if the representatives are replaced.

13. 33C Telecom shag, conduct its business in compte with Cotnztnssjort

decisions and Orders, both yast aud &tete, including but not iinnted to, any aud all Cotzunissiog,

decisions which may be rendered m Docket No. N418-C regarding iocsi cornperttion

14. With regard to the provision of inmate calljtng services for local and, intrgLATA.

toll caHing, SBC shall not charge rates arty greater than the rates ~ed. by the local exchange

cazzier at the tune a caH is placed. For interLATA toll calls, SBC shall not charge rates greater

than the rates charged by AT8cT Comlnunicati'ons - South Caro~ AcbMonally, auto~
collect calls shall only be completed with the aSzznative acceptance by the called party„The

Company shall not impose any property-imposed fee on eaHs oriainating frozn izunate

lcon8aemeut facilities. For imnate calling services, caH detail infozznation submitted to

the local exchange company for biHiiug purposes musE include the telephone ntnnber associated

with the Pay Telephone Access Liae ss assigned, by the local exchange coznpany.

For intrastate 0+operator assisted, and calling cszd. cal1s originated fNtn pay telephones

outside con6nemeut faeiTities aud, aggregator locations, SBCmay not. impose an operator service

charge greater than the iutrastsze charges then currently approved for ATILT. Por the usage

portion of the call, SBC may not charge m.ore than the intrastate rates charged, by ATILT

Comznugications or BellSouth at the time the call is cotnpleted.
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SBC Tolccom shall file the names,add_ss_ and tcl_honenumbc_-softhese

_e_ent_vea with the Co--ion wi&tn thirty (30)daysofrocdptofO_is Ord=. _mt

B shall bc ufiliz_l for the provision of this information to the Corm F_,

Company shall promptly notify the Commission in writing if the _cmtafives axe rc,placect

13. SBC Tclccom shall conduct its business in compJiancc with Commls_on

decisions and Orders, both past and _tu_ including but not limited to, any and all Commis_on

dccislons which m_y be rendered in Docket No. 96-018-C tega..'ding Iocal compedtlon.

14. With rcgarcl to th= provision ofinmam calling s_cc_ for local and tntraLATA

toll oall/ng, SBC shall not c]=rgc zut¢_ any greater Than the rates dnrged by the local exclmu_c

caxzi¢.c_ th_ _me a call is placed. For interLATA toll calls, SBC sha_ no_ clm_e rates

than the razcs chscsed by AT&T Communications - South Carolina. Additionally, a__

col1¢c¢ calls shall only bc completed with tho _m_tive Bcc_pmncc by the c_dled party. The

Company droll not impos_ _ny property-impos_ £e: on calls od&in_dng_Trom/nnmte

/confinoment fi_cilides. For inm_o calling services, call detail h_onn_on submittal to

the local cx_o company for billing purposes must include the tclc'phone numb¢_ _soci_tod

with th_ Pay Telcphon_ Access Line _s ;_signcd by the local exchange company'.

For intrastate O+ operator assisted and calling card calls oxisinnt=t from p_y telephones

outside confinement facilities and aggceg_or locations, SBC may not. impose an operator service

charge gyver than the intrastate charses th_ _y approved for AT&T. For the usage

portion of'the call, SBC may not cha_e more than the intrastate rates charged by AT&T

Communications or BellSouth at the time the call is completed.
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SBC should be aHwveC to incorporate'in its tax' a surcharge (property imposed fee) on

o~r-assisted axial calling card caHs not to exceed, $1.00 for caQs originated &am payphone

(excluding pay telephones associated, with inmate csHing service) and Gem aggregator locations

only if the property owner has not added a surcharge already. Thai is, 8BC may not impose an

additional surcharge to calls originating &em payphones and &em aggregator locations ifa

property owner hhs already imposed, such a, surcharge. Ksuoh a surclxarge is applied on behaKof

a property owner, the Cotrtyany shouM pay thi suxcharge iKl its entirety to the property owner.

Further, if the surcharge is applied, the user should be notiBed ofthe itnpositipn of the surcharge.

This npgjcatjpn should be incMed in tile informationpieces identifying tbe Conxpany as the

operator service provider.

8BC is required to provide mfoxmation pieces to pay telephone service provi4ers or

property owners identifying the Company as the provider ofoperator service for autho~ oaHs

originated, fmm the location. SEC is req~ to brand all calls identi~ itself as the cazxier.

The infozzuation pieces shaH be consistent with the format approved by the Comxnission m, Order

No. 93-811,issued in Docket No. 92-27-C. For the provision ofoperator services, SBC shaQ

comply with the Operator Service Provider Guidelines approved in Order No. 93-534, issued in

Docket No. 93426-C.

15. Sy its Application, SBC Yelerom OEce requested a waiver of26 S.C.Code Ann.

Regs. 103%10and 103-631{1976and Supp. 1999). The Conxpany requests a waiver of26 S.C.

Code Anu. Regs. 103-610(1976)so it may minntain its records reqaind. by the Public Service

Comxmssioa rtx/es or necessary for the administtation thereof, to be kept in San Antonio, Texas.

The Company also requests a waiver of26 S.C. Code Ann, Regs. 103431 (Supp. 1999)so that

¢

\
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SBC should be allowed to incorporam'in its tariff a s_ (property imposed f'_) on

oper_r-_ssisted and calling card calls not to exceed $1,00 for c_ oriented fi'om payphoae

(excluding pay telephones associated with imam call_ service) _md from agEreE_r locatkms

only ifth_ property own= has not added a s__ alremiy. That £% SBC may not impose _-

additional surcharge to calls originating from payphon_ and from aggregator locations ira

propertyowner ]ms alre_y imposed such s s_u'chargo, If such a s_ is applied on brha_of

a propcrty owner, the Company should pay th_ surcl_gc in its entirety to the property owner.

Froth=, if the surcharge is applied, _e user slfould be notified of the imposition oftho surcharge,

This notification should bo included in the information pi_es identifying the Company as the

operator s_-rice provider.

SBC is required to provide in/onna_ion pieces to pay telephone service providers or

property owners identifying the Company as ti_ provider ofoptmmr service for authorized calls

originated from the location. SBC is required to bmml all calls identifying itself as the carrier.

The information pieces shall be consistent with the format approved by th_Commission in Order

No. 93-811, issuedinDocket No. 92-557-C.For tlwprovisionofopmator s_ic_s, SBC shall

comply with the Operator Service Provid= Guidelines approved in Ordor No. 93-534, issued in

Docket No. 93-026-C.

I $. By its Application, SBC Telecom Office requested a waiv= of 26 S.C. Code Ann.

Regs. 103-610 and 103-631 (1976 and Supp. 1999). The Company reques_ a walver of2t; S,C,

Code Ann. Pegs. 103-610 (1975) so it may _.¢.t._. its records _ by the Public Se_,'ice

Commission ruI_ or necessary for th¢ sdmlnis_tion thereof, to b_ kept in San Antonio, Texas.

The Company also requests a walver of 2_; S,C, Code Ann, Ress. 103-631 (Supp, 1999) so that
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the coxnpany tnay contract with the KEYS to provide its custotners wi@directory hstutgs as

weH as ta undertake the distribution of directories. %e grant a waiver of25 S.C. Code Axtn.

Rega l03-6Ã and, 103431 (1976 axtd Supp. f999), The Coxnpany is dixectol to coxnply with alI

Rules and. Regulations ofthe Commission, unlesa a reguMon. is speciScally waived ky the

Coauahsion.

AdditibasHy, SBCrequested. that lt be exempt $Ãn any record-keephlg rules that might

roIIuire it to maintain its financial records in coxlforrnance with the Uniform Systexn ofAccounts.

SBC offered that it main~ its book of accounts in accordance with GenexaHy Accepted

Accounting Principals ("GAAP"). SBC asserts that the Commission will have a reHablexneaua tb

evaluate SBC's operations ~GAAP. The Conuxnssion grants SBC'8 request to rrt~dn its

'books and records using GAAP.

16. Title 23, Chapter 4V) South C~hna Code ofLaws Ann. , governs the

establishment aud implementation ofa "Public Safety Communications Center, "which is ntbxe

conunonly known as a "9l,1 systexn" or "911service. " Services available through a 911 system

include law enforcement, Gte, azd ernet~ncymeHcal services h. recognition of the necessity

of quality 911services being provided, to the citixeni ofSouth Caro~ the Coxnxnissibn hereby

instructs SBCTeiecoxn to contact theajpropdate authorities regarding 911 service inde

counties aml cities where the Company wiH be operating. Contact with the appropriate

authorities is to be made before beginning telephone service in South Caroiiua. Accompanying

this Order is an information packet 6am the S'outh CaxoliNL Chapter of the National Emergency

Hutnber Association("Sc MECCA'") with coxLtact ioforxnation anxi satnp1e loans. The Company

may also obtain information by contacting thel E911 Coordinator at the GKce ofTa@xxnation

VVI, LV, LUU'T
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the Company may contza_ with the ILECs to ?rovid_ im customerswith directory listingsas
J

well as to undertake the distribution of di_tmtoriea. We grant a waiver of 26 S.C. Cod_ Ann.

103-610 and 103-631 (1976 and Supp. t999), The Company is directed to ¢omplywith all

Rules and Regulations of the Commission, unlms a re#on is spry waived by tim

Commission.

Additionally,SBC requestedlhstitbe exemptfloramy record-keepingrulesthatmight

requireittomaintainitsfutmcial_:cordsin¢6uformanc¢with the Uniform System ofAccounts.

SBC offcr_ that it maintain_ its book of ac_unts in accordance with Gcn=ztty Accepted

AccountingPrincipals("GAAP").SBC assetsthattheCommission willhav¢a rellableme-assto

¢valuat_ SBC's op=ations und= GA,_. Th_ Commission grants SBCs request to m_nt_, its

books and records using GAAP.

16. Title 23, Chapter 47, South Camiin_ Code of L_ws Ann., governs the

¢stablishmon¢ and implementation of a "Public Safety Commtmieations Ccnmr," which is more

commonly known as _ "911 system" or "911 service." Services available through a 911 system

include taw ¢nforcmn_t, fire, ami ¢metgcncy.medic',d sertdces. In recognition oftlm necessity

of quality 911 s_dccs being provided to the _tlzmm of Somh Carolina, the CommOtion hereby

imu'ucmSBC Tclc¢om to contact the =ppmpriat¢ authorhicsrcgm-d.i_ 911 service in the

counties am[ tides wh¢_¢th= Company wig be op='ati_. Contact with tl_ appropriate

suth0dd_s is tobemade beforebeginnin[_tcl_honeserviceinSouth Camlimu Accompanying

this Orderisan blformadon packet from the SOuth Carolina Chapmr of the National Emc_cncy

Numb_ Association CSC NENA") with contact information and sample forms. The Compmy

may also obtain information by contacting the F._I 1 Coordinator at the Office of r___rm_on
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Resources oftbe South Carolina Budget and Control BoarrL By this Grdce aud ye|or to

providing services within South Caroliina, SBC Telecom shall cotmact, the 911Coordinator irr

each county, as vreH@s the 911Coo~or in each city where the city has its mni 911gygteur,

In'. shaH provide information regarding the Company's operations as required by the el'

systerrL

17. SBCTeleoora shall 51e annua1 ~ial info~on m the form of atutual reports

aud pass receipts reports as rcquhe6 by the Cozrumssion. The aralu'el report and the grgss

receipt report will necessitate the filing ofintmstate iatorrnation. Therefore, BBCTelecom shaH

keep Bnsaqial records on aa intestate basis for Sou,th Carofina to coarply witb tbe annual report

aud gross receipts BHngs.

18, This Oghxshmll remain in 5dl force aud effect until furtber Order ofthe

Commission.

BYQRQER OP THE COMN851QN!
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P,_m'c_s of the South Camtina Budg_ and Control Bored. By tl_ Ord_ _l prior to
B

providing sctwiccs within South Carolina, $BC Tolccom stroll conmr.t th_ 911 Coordinator in

counW, aswellasthe911Cooniin_or m cash city wh_r_ _o cityhasitsown 911

and _ provide infommtion r_gat'ding th_ Company's operations as mquit_ by th_ 911

system-

17. SBC T¢le_om shall ftlo annual _ infonn_on in the fom_ of mmual t_

and gross receipts r_pons as reqtth'_ by tim Commission. The mmu_ t_crrt and. tim gross

r_eiptx_ort will n_cssitat_theRllngofintrasta_info_-mation.Th_,e,for_SBC Tcl_om shall

kccpfinancialrecordson anintmstambasisforSouthCarolinam comply withtl_annualrepor_

_ml grossr_ipts filings.

iS.

Commission.

BY ORDER OF THE COMMISSION:

This Order shall remain in full fom_ md effect until Rmh_ Ord_ ofth_

.JR._ I |l

ATTEST:



Exhibit 5
Subscriber Notice

Billing Name
Billing Address
Billing City, ST Zip

Re: Service Address
Service City, State

Dear Valued (Business) Customer:

As you know, SBC Telecom, Inc. ("Telecom") has been your provider for local telephone
service. Recently, Telecom announced its intention to combine business operations with its
affiliate SBC Long Distance. Under the terms of the agreement, effective on or about March 31,
2005, the anticipated closing date of the transaction, SBC Long Distance will replace Telecom as
your local service provider. This transaction is subject to obtaining all required regulatory
approvals, and the filing of all appropriate documents with state agencies.

Please rest assured that the transition of your service to SBC I ong Distance will not affect the
services you currently receive from Telecom. As a customer of SBC Long Distance, you will
continue to receive local services with the same rates, features, terms and conditions as you
currently enjoy. You will be transferred to SBC lung Distance, unless you have selected a
different carrier before the transfer date; existing preferred carrier. freezes on the services(s)
involved in the transfer will be lifted; and you must contact your local service provider to arrange
a new freeze. Additionally, you will continue to receive top quality with performance which
meets or exceeds that of what you currently receive from Telecom. This change in providers
will be beneficial and virtually seamless for you. Please also be assured that you will not incur
charges related to the transfer of your services to SBC Long Distance. SBC Long Distance will
be responsible for handling any complaints filed or otherwise raised by you prior to or during the
transfer to SBC Long Distance.

There is no action required on your part. You may, of course, choose another provider for your
local telephone service, subject to any termination restrictions in your service arrangement with
Telecom. Unless you choose another service provider, you will automatically become a
customer of SHC Long Distance.

We in the SBC family look forward to serving you and appreciate your continued business. In
the meantime, if you have specific questions about this notice, please contact us at 1-877-430-
7228. (Business 0 is 1-877-430-7228)

Sincerely,

SBC Telecom, Inc.
SBCLong Distance

Exhibit 5

Subscriber Notice

Billing Name

Billing Address

Billing City, ST Zip

Re: Service Address

Service City, State

Dear Valued (Business) Customer:

As you know, SBC Telecom, Inc. ("Telecom") has been your provider for local telephone

service. Recently, Telecom announced its intention to combine business operations with its

affiliate SBC Long Distance. Under the terms of the agreement, effective on or about March 31,

2005, the anticipated closing date of the transaction, SBC Long Distance will replace Telecom as

your local service provider. This transaction is subject to obtaining all required regulatory

approvals, and the filing of all appropriate documents with state agencies.

Please rest assured that the transition of your service to SBC Long Distance will not affect the

services you currently receive from Telecom. As a customer of SBC Long Distance, you will

continue to receive local services with the same rates, features, terms and conditions as you

currently enjoy. You will be transferred to SBC Long Distance, unless you have selected a

different carrier before the transfer date; existing preferred carder freezes on the services(s)

involved in the transfer will be lifted; and you must contact your local service provider to arrange

a new freeze. Additionally, you will continue to receive top quality with performance which

meets or exceeds that of what you currently receive from Telecom. This change in providers

will be beneficial and virtually seamless for you. Please also be assured that you will not incur

charges related to the transfer of your services to SBC Long Distance. SBC Long Distance will

be responsible for handling any complaints filed or otherwise raised by you prior to or during the

transfer to SBC Long Distance.

There is no action required on your part. You may, of course, choose another provider for your

local telephone service, subject to any termination restrictions in your service arrangement with

Telecom. Unless you choose another service provider, you will automatically become a

customer of SBC Long Distance.

We in the SBC family look forward to serving you and appreciate your continued business. In

the meantime, if you have specific questions about this notice, please contact us at 1-877-430-

7228. (Business # is 1-877-430-7228)

Sincerely,

SBC Telecom, Inc.

SBC Long Distance
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